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10455
{3:35 a.m.)

CHAIRMAN OMAS: Good morning. Today is the
final day of hearings to receive the direct case of
participants other than the Postal Service in Docket
No. rR2006-1 considering the Postal Service’s requests
for rate and fee changes.

Before we proceed, does anyone have any
procedural matters to discuss at this point?

(No response.)

CHAIRMAN OMAS: Scheduled to appear today
are Witnesses Mitchell and stralberg.

Our first witness is already under oath in
this proceeding. Mr. Keegan, would you please
1dentify yourself and the witn=s3s for the record?

MR, KEEGAN: Yes, Mr. Chairman. Timothy
Keegan representing Time Yarney, inc. Time Warner
calls Robert W. Mitchell.

Whereupon,

ROBERT W. MITCHELL

having been previously duly sworn, was
recalled as a witness herein and was examined and
testified further as follows:

!/
//
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10456
DIRECT EXAMINATION
(The dccument referred to was
marked for identification as
Exhibit No. Tw-T-1.)

BY Mr. KEEGAN:

Q Mr. Mitchell, do you have before you two
copies of a document entitled Direct Testimony of
Robert w. Mitchell on Behalft of Time Warner, Inc.
Concerning Periodicals Rates and marked for
identification as TW-T-1?

A Yes, I do.

Q And was that testimony prepared by you or
under your supervision?

A Yes, 1t was.

Q Are there any changes or corrections to the
testimony as it was originally filed?

A Just so the record has i1t all in one place,
I will review the changes briefly.

We filed it originally on September 6. On
September s, we made two small changes. Those changes
are iIn this copy, and the upper right-hand corner of
the two pages has the date of the revision.

On November 3, we filed a final version of
the testimony with three additional changes, and those
changes are also in this copy. The upper right-hand

Heritage Reporting Corporation
(202) 628-4888
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10457
corner has the revision date on the page.

The three changes that we made on November 3
are on page 1 we added a supplementary statement one
paragraph long relating to my response to POIR :i3.

On page 13, footnote 11, line 6 of that
footnote, we changed the word "S-E-Y" to the word
ng-g-T". It was a typographical error that 1 made.

The third adjustment chat 1 made 1S on page
15, line 22. We changed the word "that", T-H-A-T. to
the word "than", T-H-A-N, which «was another
typographical error that I made.

That 1s the sum of the changes since the
original filing on September 6 .

Q And with those changes would your testimony
be the same today 1f you were giving it orally?

A Yes.

Q Are there any library references associated
with your testimony that you®re the sponsor of?

A TW Library Reference 1 contained my
workpapers, which was filed on September 6.

Also, we filed Tw Library Reference 5 with
my response to POIR No. 18, so | adopt that library
reference as well. It contained a workpaper iIn the
form of a spreadsheet which replaced my original

submission.

Heritage Reporting Corporation
(202) 628-4888
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1 MR. KEEGAN: Mr. Chairman, 1 move that
2 Tw-T-1 and TW-LR-1 and TW-LR-5 be admitted into

3 evidence.

4 CHAIRMAN OMAS: Is there any objection?

5 (No response.)

6 CHAIRMAN oMAS: Hearing none, Mr. Keegan,

7 would you please provide the reporter with two copies
8 of the corrected direct testimony of Robert w.

9 Mi tchell»

10 That testimony is rsceived INto evidence.
11 However, as iIs our practice, it will not be

12 transcribed.

13 (The document referred to,
14 previously identified as
15 Exhititc No. TW-T-1, was

16 received in evidence.)

17 CHAIRMAN omAs:  Mr. Mitchell, have you had
18 an opportunity to examine the packet of designated
19 written cross-examination that was made available to
20 you in the hearing room this morning?

21 THE WITNESS: Yes, 1 have.

22 CHAIRMAN omAs: IT the questions contained
23 in that packet were posed to you orally today, would
24 your answers be the same as those you previously

25 provided In writing?

Heritage Reporting Corporation
(202) 628-4888
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10459
THE WITNESS: Yes, they would.
CHAIRMAN OMAS: Are there any additions or

corrections you would like to make to those answers?

THE WITNESS: No.
CHAIRMAN omAs: Mr. Keegan, would you please

provide two copies of the corrected designated written

cross-examination of Witness Mitchell to the reporter?

That material is received into evidence and

IS to be transcribed into the record.

//
/7
//
/7
//
/7
//
7/
//
/7
1/
//

(The document referred to was
marked for identification as
Exhibit No. TW-T-1 and was

received in evidence.)

Heritage Reporting Corporation
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 2006 Docket No. R2006-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF TIME WARNER INC.
WITNESS ROBERTW. MITCHELL

(TW-T-1)
Party Interrogatories
American Business Media ABM/TW-T1-1, 3-6, 10-12

MH/TW-T1-34, 6, 9-11

Magazine Publishers of America, USPS/TW-T1-1
Inc. and Alliance of Nonprofit

McGraw-Hill Companies. In¢., The MH/TW-T1-1-4, 7 11

Postal Rate Commission ABM/TW-T1-1-6, 10-12
MH/TW-T1-1-17
PRC/TW-POIR No.18 - Qa (part 1of 2) and b
redirected to T1

USPSMTW-T1-1-2

United States Postal Service ABM/TW-T1-2
MHKW-TI-1,5,7

Respectfully
submitted,

B

Steven W. Williams
Secretary




Interrogatory

INTERROGATORY RESPONSES OF
TIME WARNER INC.
WITNESS ROBERTW. MITCHELL {T-1}
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Designating Parties

ABM/TW-T1-1 ABM, PRC
ABM/TW-T1-2 PRC, USPS
ABM/TW-T1-3 ABM, PRC
ABM/TW-T1-4 ABM, PRC
ABMITW-TI-5 ABM, PRC
ABM/TW-T1-6 ABM, PRC
ABMITW-T1-10 ABM, PRC
ABM/TW-T1-11 ABM, PRC
ABMITW-T1-12 ABM. PRC
MH/TW-T1-1 McGraw-Hill, PRC. USPS
MH/TW-T1-2 McGraw-Hill, PRC
MHITW-TI-3 ABM, McGraw-Hill, PRC
MHITW-TI-4 ABM, McGraw-Hill, PRC
MHITW-TI-5 PRC. USPS
MH/TW-T1-6 ABM, PRC
MHITW-TI-7 McGraw-Hill, PRC. USPS
MH/TW-T1-8 PRC

MHITW-T1-9 ABM, PRC
MHITW-TI-10 ABM, PRC
MH/TW-T1-11 ABM, McGraw-Hill, PRC
PRCITW-POIR No.18 - Qa (part 1 of 2) redirected to T | PRC

PRCTTW-POIR No.18 - Qb redirected to T | PRC

USPSITW-TI-1 MPNANM, PRC
USPS/TW-T1-2 PRC
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RESPONSES OF TIME WARNER WITNESS MITCHELL {TW-T-1)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-1. At page 21, you discuss co-palletizing and the costs of co-
palletizing. With respect to this testimony. please respond to the following
questions?

(a)

(b)

(c)

(d)

®

Please identify the employees of prinling companies, and the names of
those companies, with whom you have discussed the availability or cost of
co-mailing or co-palletizing since the filing of your direct testimony in
Docket No. C2004-1.

Please provide all notes of such conversations. e-mails or other written
communications with respect to those conversations and data produced to
you or by you related to those conversations (that is, data related to the
costs to printers or prices to mailers of co-palletizing or co-mailing).

With respectto the statement (at page 21, line 8) that the costs of co-
palletizing "have not been found low." does the same hold true for co-
mailing?

In general. are the costs of the printer that are passed on to the mailer
higher or lower for co-mailing or for co-palletizing. and why?

Please provide your best estimate of the extent to which co-mailing
produces pieces that would qualify for a carrier route discount.

Please provide your best estimate of the extent to which co-palletizing or
co-mailing produces 5-digit pallets.

RESPONSE:

(a)

()

| may have talked to such employees at meetings, but Ido not recall any

specific conversations.
No notes of the kind you describe exist.

My statement is based on references | have heard or seen to the effect
that much of the current postage reductions for co-palletization are being
used to fund the activity and that the reductions in postage being received
by mailers are rather small. For example, see Docket No. C2004-1,
response of witness Cavnar to TW et al./ABM-T1-6, Tr. 6/1712. My

statement does not factor in the possibility of improved service, reduced

ABM/TW-T1-1
Page 1of 2
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(d)

(e)

(f)

10463

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

bundle breakage, or any concomitant linkage to dropship activities. | do

not believe the same holds true for co-mailing.
| do not have sufficient information on which to base an answer

Generally, bundles of co-mailed pieces could be 3-digit bundles, SCF
bundles, 5-digit bundles, or carrier route bundles. 1do not have sufficient

information on which to base an estimate of the proportions of each

| do not have sufficient information on which to base an answer

ABM/TW-T1-1
Page 2 of 2
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RESPONSES OF TIME WARNER WITNESS MITCHELL {TW-T-1)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-2. At page 22, line 5, you state that the rates in this proposal "were
moderated.” Please:

(a) describe from what they were moderated. and

(b) identify each of the ways in which they were moderated and the
differences between the moderated rates and the rates that would result
absent such moderation.

RESPONSE:
(a) In general, the bundle, sack. and pallet charges proposed are moderated

from what they would have been if they were to reflect fully the costs

caused by bundles, sacks, and pallets.

(b} Principally, the bundle, sack, and pallet charges proposed are equal to 60
percent of the estimated costs of bundles. sacks, and pallets. Also, a
weighted average was developed of the estimated costs of SCF. ADC.
and BMC entry of sacks and pallets, separately, before the 60-percent

proportion was applied.

Moderation is discussed further in my testimony, TW-T-1. See especially
p. 23, I. 1 through p. 25, I. 25. Also to be noted is that the effects of
changing the degree of moderation can be developed using my
workpaper, WP-Mitchell-3F-06.xls. Go to sheet 'Inputs'. Changing the
figure in cell D123 changes the passthrough on the bundle costs.
Changing the figure in cell D148 changes the passthrough on the sack
costs. Changing the figure in cell D177 changes the passthrough on the
pallet costs. Inaddition, the passthrough for any selected cell or group of
cells in the bundle, sack, and pallet charges may be adjusted by changing
the proportions in cells C124 through €197, although it should be noted

that these compound with the passthroughs selected in the corresponding

ABM/TW-T1-2
Page 1of 2




10465

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1}
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

cells in column D. Withdrawing the averaging across origin entry points
can be done by following the instruction in cell J146 and cell J175, for the
sack costs or the pallet costs, respectively. The passthroughs relating to
non-machinability can also be adjusted, by changing the center figures in
the yellow boxes in the presort tree, in cells like G54. Any and all of
these can be changed, one at a lime or in groups, and the new rates will
show on the 'Rates' sheet. Once alternative rates are obtained,
differences between them and the rates | propose can be obtained by

subtraction.

ABM/TW-T1-2
Page 2 of 2
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RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-I)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-3. You state (page 22, line 28) that your proposal "would continue
all current recognition of editorial matter.”" Is it your testimony that the total
benefit to all editorial matter in the system would be preserved. or that no
individual Periodical mailer will see its editorial benefit reduced, compared with
the present rate design?

RESPONSE:

Neither. Inlist form, page 22 introduces nine objectives, described as "disparate
in character and not all of which can be transformed into a variable suitable for
maximization.” It says these objectives relate to the approach taken and are
reflected in my proposal. (il. 8-11) The eighth objective, on line 28. is: "To
continue all current recognition of editorial matter.” 1 met this objective with
editorial benefits approximating those in the Postal Service proposal. which, in
turn, are modified in structure from those in the current rates. Modifications in
structure always cause the effects on individual publications to vary. depending

on publication billing determinants.

ABM/TW-T1-3
Page 1of 1
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RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-4. Please confirm that, if your rate design were changed to
eliminate entry level discounts for editorial matter, and the same overall editorial
benefit were to be offered, the editorial flat rate applicable to all editorial pounds
would be lower than that proposed by Time Warner.

RESPONSE:

Confirmed for all of the rate designs that have been proposed in this docket

ABM/TW-T1-4
Page1d 1
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RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-5. Please describe the types of publications that are not
machinable.

RESPONSE:

The Postal Service defines machinability, and would continue to do so under the
rates | propose. Under any particular definition. 1 have no way of describing
"types of publications" that would not be machinable. Infact. it seems entirely

possible that in any lexicon of types. some pieces of a type would be machinable

and some not.

ABM/TW-T1-5
Page 1of 1
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RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-6. You state (page 26, lines 6-7) that the “effects” of the rates you
propose on “small mailers are limited.” Please (a; confirm that your statement
would be true if the effects were limited to increases below 100% and (b) explain
in full both qualitatively and quantitatively what you meant by this statement.

RESPONSE:

(a)

(b)

Confirmed that “if the effects were limited to increases below 100%,” the

effects would, by definition. be limited

What I meant is as follows: (1) It became clear in the Time Warner et al.
complaint case (Docket No. C2004-1} that some small mailers (particularly
those sending heavy publicalions. high in editorial content, to the higher
zones) would have received large rate increases due to the proposal lo
zone the editorial content, though some other small mailers would have
received rate decreases for the same reascn. These potential effects are
not part of the current proposal. (2)It also became clear in Docket No.
C2004-1 that the most common reason why some small publications
would have received large rate increases was their use of sacks with only
a few piecesinthem. This has now been changed administratively, by
the 24-piece rule. (3) Without these two effacts, the range of increases in
the Complaint case was not very wide. (4) In this case, in addition to the
elimination of those two effects, the 60 percent passthrough on the bundle
costs, sack costs, and pallet costs will result in the greatest attenuation for
small mailers. (5) The revenue from the proposed charges for non-
machinability and firm bundles is used to reduce all other Periodicals

rates, including those for small mailers.

ABM/TW-T1-6
Page 1of 1
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RESPONSES OF TIME WARNER WITNESS MITCHELL {TW-T-1)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-18. Since you filed your direct testimony in Docket No. C2004-1,
have you studied, examined or inquired into whether or not there are types of
publications, such as for example small weeklies. labloids. very small circulation,
etc., that at present cannot easily or at all be co-mailed or co-palletized? If so,
what did you learn, and from whom?

RESPONSE:

No. However, we know that some weeklies are now being co-mailed. See for
example Direct Testimony of Mark White. USNews-T-1. We also know that co-
mailing and co-palletizing become less important as volume grows, because the
degree of presortation can no longer be increased and pallets reach effective
weights. Therefore, co-mailing and co-palletizing present their greatest potential
for publications that are mid-size and smaller, with alternatives depending in
many cases on the printers selected. And it should not be presumed that the
types you refer to as "very small” are being left out. Many of the smallest
publications are local and regional in nature. Tkhey are in many cases well
positioned to take their mail to processing facilities with close ties to the mail's
final destination, and it is not the case that efficiency would increase if a way
were found to co-mail or co-palletize all of this mail. If bundle and sack makeup
are selected in view of the costs involved, this mail, and even longer-distance

mail, can be part of a low-cost mailstream.

ABM/TW-T1-10
Page 1of 1
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RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1}
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-11. Since you filed your direct testimony in Docket No. C2004-1,
have you studied, examined or inquired into whether or not there are Periodical

printers that are not equipped to, or do not have enough volume to, co-mail or
co-palletize? If so, what did you learn. and from whom?

RESPONSE:
No

ABM/TW-T1-11
Page 10of 1
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RESPONSES OF TIME WARNER WITNESS MITCHELL {TW-T-1)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA

ABM/TW-T1-12. Do you believe that the incentives in the present rates to co-
mail or co-palletize are adequate to encourage that activity? Why or why not?

RESPONSE:

Both the current rates and the ones proposed by the Postal Service are
misaligned with costs." Therefore, the incentives are inadequate. They would
not be expected to result in an appropriate amount of dropshipping,
containerizing, co-mailing, or co-palletizing. Additionally, they would not be
expected to bring about the appropriate makeup of bundles and containers.
Some level of combined Postal Service and mailer costs exists today that is
much higher than it should be. That is, we know that combined costs can be
lowered, with attendant increases in efficiency. The rates | propose are

designed to move toward appropriate levels of these various mailer activities.

‘Under current rates, for example, the Postal Service savingsfrom a co-pallet is greater if the co-
palletis notdropshippedthan if it is dropshipped, but the discount is allowed only if it is
dropshipped. My testimony, on page 18, line 17 through page 21, line 3, provides examples of the
degree of misalignment under the rates proposed by the Postal Service, with quantification.

ABM/TW-T1-12
Page 1of 1




Response to MHITW-TI-1
Page 1 of |

RESPONSES (OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-1. With respect to your testimony at page 10 lines 4-11, please
explain fully and specifically how the rates proposed by you in this case reflect a
"piecemeal™ approach, including in your answer (without limitation) a specification of
any and all further rate design proposals for Periodicals mail that are presently
contemplated by you andlor Time Warner for future rate andlor classification cases.

RESPONSE:

The rates | develop are piecemeal in the sense that a zoned editorial pound
rate is not proposed and that costs are averaged over three origin points (DSCF.
DADC, and DBMC). So far as | know, the only further step Contemplated by Time
Warner or me is that it might be worthwhile to take the additional step of
deaveraging the three origin points. The reasoning would be that mailers are in

many cases well positioned to enter mail at a facility that would allow lower Postal

Service costs, but have no incentive to do so.

10473




Response to MH/TW-T1-2
Page 1 of 2

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-I)
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-2. With respect to your testimony at page 17 lines 18-20 that “[i}f
the container rate were to cause mailers of 5-digit pallets to merge them into larger
3-digit pallets in order to reduce the container charges, it would be a step
backwards":

a) Please explain fully whether the USPS-proposed container charge
would likely cause any substantial shift from 5-digit pallets to larger 3-digit pallets. in
view of the fact that under that proposal. the average per-piece container charge for
pallets would be only 0.052 cents, as confirmed by witness Tang in response to
MH/USPST35-1(b).

(b)y  Please explain fully whelher the container charges proposed by Time
Warner in this case would be more likely to cause a shift from 5-digit pallets to larger
3-digit pallets.

ﬁc Would a mailer moving copies of Periodicals from 5-digit to 3-digit
pallets likely face degraded service? Why or why not?

RESPONSE:

(a) | have no basis for estimating the number of 5-digit pallets that might
be merged into 3-digit pallets. Qualitatively, the signal in the Postal Service
proposal goes in the wrong direction in some cases. | believe signals that go in the
wrong direction should be avoided, especially if how ta do better is clearly

understood.

(b) Under the rates | develop, for example, the charge for each 5-digit
pallet entered at a DSCF is $11.90. The bundles on these pallets are charged 1.2
cents each. If a shift is made to 3-digit pallets, the charge for each pallet becomes
$9.90. However, the associated charge for the bundles becomes 13.4 cents each. |
have no basis for projecting how many of these shifts will be made or for comparing
the likelihood of such shifts with the likelihood of similar shifts under the Postal

Service proposal. What is important is that mailers contemplating shifts factor into

10474
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Response to MHITW-TI-2

. Page 2 of 2

their decisions the change in the cost to the Postal Service of handling both the
pallets and the bundles on the pallets. Sending balanced signals of this kind is

much better than sending unbalanced signals that are not related to the costs

involved.

(c) I do not know. If the Postal Service honors its standard operating procedures

and the mailers honor the cut-off times, there should be no change in the service

received.




Response to MH/TW-T1-3
Page 1 of |

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-3. With respect to your testimony at page 21 lines 7-10 that "the costs of
co-palletizing have not been found low," but "will undoubtedly decline over time":

&a) Please provide any and all information available to you regarding the
costs of co-palletization and the charges assessed therefor by printers andlor other
parties.

SE)) Please explain fully whether there 1S any basis for concluding that
those charges will likely decline over time, particularly if a printer's co-palletization
charges are based on a percentage of the postage saved through co-palletization

RESPONSE:

(a) I do not have specific information on "the charges assessed ... by
printers andlor other parties.” Please see my response to interrogatory ABM/TW-

T1-1(c).

(b) With competition, Iwould expect printers' charges to be based their
costs, not on the application o some proportion to the savings in postage. My

expectation is that the printers' costs "will likely declina over time" due to normal

learning effects and to innovative efforts.
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Response to MH/TW-T1-4
Page 1 of 1

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-I)
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-4. Please explain fully the basis for your statement at page 24 lines 13-
14 of your testimony that “fmJany mailers have already made adjustments to achieve
machinable status," and identify any and all such mailers and specify the
adjustments made.

RESPONSE:

The basis for my statement is observations | have heard at mailer meetings
(including MTAC) concerning machinability. A great deal of attention is paid to the
content and interpretation of machinability standards and how pieces can be
changed to meet them. lhave no specific mailers in mind. The changes made
range from changing size and weight to changing stiffness, cover stock. poly-wrap
practices, address location and orientation, the use of tabs (most common on letter-
size pieces), and more. Mailers work regularly with the Postal Service on such

issues. it is not uncommon for mailers to provide piezes for testing.
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Response to MHITW-TI-5

. Page 1 of 2
RESPONSES OF TIME WARNER WITNESS MITCHELL {(TW-T-1)
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-5. Please explain fully the basis for your statement at page 24 lines 13-
16 that "adjustments to achieve machinable status . . . . should not be a source of
significant . . . disruption," assuming that the achieving of machinabilitywould
require a significant change in the weight andlor dimensions of a publication or
otherwise.

RESPONSE:

Beginning on line 12 of the page you cite. my testimony says:

The time has come to recognize the additional costs of
being non-machinable. Many mailers have already made
adjustments to achieve machinable status and many others
have opportunities to do so. Changes in this area are
possible, and appropriate signals should be sent. This
development has long been expected, and should not be a
source of significant surprise or disruption.

. The basis for my statement that the recognition of the additional costs of
being non-machinable "has been long expected" is that such costs have been
recognized in other subclasses, that machinability has been discussed widely at
mailer meetings and between the Postal Service and mailers, and that the
Commission has expressed considerable interest in such recognition. For example,
see Order Addressing Complaint of Time Warner et al. (Order N. 1446). Docket No.
C2004-1, p. 34, 1 4045:

Mailers should expect the Postal Service to develop
additional machinability standards as technology evolves
and additional automated equipment is deployed. The Postal
Service therefore should look toward a rate structure that
recognizes the machinability of Periodicals mail, along the
lines suggested by Complainants.

The Commission also remarked that Periodicals is "the only traditional class in

which machinability is not explicitly recognized in the current rate schedule." 1d., p.




Response to MH/TW-T1-5
Page 2 of 2

33, 114040. Accordingly, | do not see how the recognition of non-machinability in
rates could come as a surprise.

The basis for my statement that the recognition of non-machinability should
not be a source of significant disruption is that it should have been anticipated and
that there is nothing inherently disruptive about responding to a surcharge in a rate
schedule. | did not say that it is not disruptive lo make non-machinable pieces
machinable, although the adjustments needed lo achieve machinability are not
always extensive. Mailers are not required to make their pieces machinable. Under
the rate schedule I develop, mailers are free to consider the value they receive from
sending non-machinable pieces and pay the surcharge. They cannot, however.

elect to send non-machinable pieces and expect other mailers lo pay the additional

costs.
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Response to MH/TW-T1-6
Page 1of |

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1}
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-6. Please explain fully the basis for your statement at page 24
lines 20-21 that “[mjany mailers have been investing in co-mailing capabilities.” and
identify any and all such mailers and investments, and provide any and all
supporting documentation

RESPONSE:

The basis for my statement is my general awareness that co-mailing is a
preparation activity that has received considerable attention for some time and that
there are costs associated with it. Witness Cavnar has testified to the same general
awareness: “..., Ido know from American Business Media Postal Committee
discussions and from general knowledge that the level of co-palletizig and co -
mailing by American Business Media members has been increasing. probably

substantially, in the past couple of years." ABM-T-I. p. 2, 1.23to p. 3. I. 3.

| have no way of providing a list of mailers or printers that are co-mailing.
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Response to MHITW-TI-7
Page 1of |

RESPONSES OF TIME WARNER WITNESS MITCHELL {TW-T-1)
TO INTERROGATORIES OF MCGRAW-HILL

MH/TW-T1-7. With respect to your testimony at page 24 lines 23-25, please
explain fully the reasons why a separate rate 1s propased for firm bundles. and why
they may require handling different from the manner in which any other bundles are
handled (except that firm bundles are not broken prior to delivery).

RESPONSE:

For equivalent handlings, the cost of handling a firm bundle is the same as
the cost of handling a carrier-route bundle. Both must be routed to the carrier. In
my rate schedule, the charges for firm bundles are somewhat different from the
charges for carrier-route bundles because the costs on which my rates are based
are averaged over 5-digit and carrier-route containers and over sacks and pallets.
and the proportions of firm bundles that are in the various containers are different

from the corresponding proportions for carrier-rcute bundles.
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Responseto MHITW-T1-8
Page 1of 1

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-8. With respect to the request in Presiding Officer's Information
Request No. 19, page 3, that Time Warner "provide calculations of the percentage
changes of ... [its] proposal[] on the 251 publicalions using . . . more recent data",
please provide for each such publication (using lhe more recent data) the cents-per-

piece postage cost (a)under the present rates. (b) under the Time Warner-proposed
rates, and (c) under the USPS-proposed rates.

RESPONSE:

The requested information will be included inthe response of Time Warner to

POIR No. 19.
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Response to MH/TW-T1-9
Page 1 of i

RESPONSES OF TIMEW RNER WVITNESS MITCHELL (TW-T-1)
TO INTERROG, TORIE OF McGRAW-HILL

MH/TW-T1-9. Please explain the statement that “| do not believe the same
holds true for co-mailing" at the end of your response to ABM/TW-T1-19(c). Are you

saying that the costs of co-mailing are low? If so. please provide the information on
which that statement is based.

RESPONSE:

I believe that you meant to refer to ABM/TW-T1-1(c}. Just before saying that
"I do not believe the same holds true for co-mailing." | state that | have heard or
seen references "to the effect that much of the current postage reductions for co-
palletization are being used to fund the activity and that the reductions being
received by mailers are rather small." At that point | provide a reference to a report
in Docket No. C2004-1 that one mailer was receiv.ng a net savings of 1 percent. |
consider 1 percent to be rather small. What does not hold true for co-mailing. !

believe, is that the net savings are in the neighborhood of 1 percent.
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Response to MH/TW-T1-10
Page 1 of 2

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-10. Inresponse to ABM/TW-T1-6, you make general statements in
support of the assertion in your testimony that the effects of your proposal on small
mailers are limited. Please explain whether and, if so, how you tested these
hypotheses prior to the filing of your testimony.

RESPONSE:

The testing done priorto filing is described by witness Stralberg in his
response to ABM/TW-T1-7 ("Due to a shortage of time. the only publications
analyzed before the filing of Mitchell's testimony were the six Transworld

publications, owned by Time inc., and Time magazine").

My response to ABM/TW-T1-6 contains five numbered statements supporting
my contention that the effects of my rates on small mailers are limited. None of the
five is a hypothesis. The first three statements draw on considerable quantitative
analysis presented in Docket No. C2004-1 and acknowledged by the Commission in
Order No. 1446. The fourth statement relates to the 60-percent passthrough of the
costs of bundles, sacks, and pallets. Because small mailers are understood to be
heavy users of sacks, the resultwill be substantial attenuation for them. The fifth
statement relates to the charges for non-machinability and firm bundles. Itis true
that small mailers would face these charges, if applicable, but it is also true that if
small mailers send machinable pieces, they would see lower rates because of these

charges.

An indication of the magnitudes involved in the new rate elements is shown in
my workpapers, sheet ‘tybr-4’, column F. In particular, 2.57 percent of the revenue
is obtained from the pallet charges, 4.48 percent from the sack charges, and 3.3

percent from the bundle charges. These proportions are not large. Furthermore.
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Response to MH/TW-T1-10
Page 2 of 2

since the costs behind these charges were averaged in the past and paid by all
mailers, the proposal does nothing more than shift them in the direction of
causation, so that a portion of them would be paid by the same mailers as pay them
currently. In contrast, 54.6 percent of the revenue comes from the per-piece
charges (before accounting for the per-piece editorial benefit) and 35.0 percent
comes from the per-pound charges. Except for the charges for non-machinability.
these charges reside in the same place that they do now. In short, considerable
reason exists for a conclusion that the effects of these proposed new rate elements

on small publications are limited.
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Responseto MHITW-TI-11
Page 1 of |

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1)
TO INTERROGATORIES OF McGRAW-HILL

MH/TW-T1-11. Please refer to publication number 31 on Table ABM/TY-T1-8b,
page 3 of 3. According to that table, publication 31 now pays 33.2 cents per copy,
would pay 36.7 cents per copy under the Postal Service proposal, and would pay
51.9 cents per copy under your proposal, an increase of 56%. (a) What are the
mailing characteristics d that publication Ihat cause such a large increase under
your rate proposal? (b) If one such characteristic is that the publication is mailed in
sacks, please explain why it is not palletized. co-palletized or co-mailed.

RESPONSE:

Inquiry has shown that an error was made in estimating the rate increase for
publication number 31. The correct increase is 24.3 percent. An erratum to the

earlier response will be filed.
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Mitchell (TW-T-1) Response to POIR No. 18
ltema. part 1of 2
Page 1of 1

RESPONSE OF TIME WARNER WITNESS MITCHELL (TW-T-1) TO
PRESIDING OFFICERS INFORMATION REQUEST NO. 18 a (part 1of 2)

QUESTION:

Please refer to Time Warner witness Mitchell’'s workpaper 'Wp Mitchell-3F-
06.xts,” worksheet ‘tybr-4.’

a

RESPONSE:

Please provide billing determinants and eslimates of lest year after-
rates volumes and revenues foreach of the rate categones (existing
and new) proposed Provide them separately for Regular Rate.
Nonprofit. and Classroom Periodicals

Time Warner Library Reference No. 5. TW-LR-5. contains two Exeef
files. File WP-Mitchell-5-06is a replacementin its entirety formy
originalworkpaper WP-Michell-3F-05 {contained in TW-LR-1}, and file
PieceVolumes(3) is a referencefile containing piece, bundle. and
container counts. In WP-Mitchell-5-06: stieet ‘tybr-4' contains a full set
of TYBR billing determinants for the Qu.side County subclass and the
categories of Regular, Nonprofit, and Classroom; sheet 'Fcsl-2' shows
the development of the tyaritybr volume rztios; and sheet ‘tyar-1’
provides TYAR billing determinants and revenues for the Outside
County subclass and the categories of Regular, Nonprofit, and
Classroom. As in my original workpaper, sheet 'Rates’ contains the
rate schedule with the proposedrates. None of the proposed rates

has changed.
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Mitchell Hesponseto POIR No 18
. ltemb
Page 1of 2
RESPONSE OF TIME WARNER WITNESS MITCHELL (TW-T-1} TO
PRESIDING OFFICERS INFORMATION REQUEST NO. 18 b
b. What rate does Time Warner propose for the current category basic

nonautomation letters? Please describe in detail the proposalfor each
of the current letter categories.

RESPONSE:

b. The proposed rates were developed on the assumption that non-
automation letters are machinable and would therefore pay Ihe rates
for machinable periodicals that are not prebarcoded. This is consistent
with the current classificationscheme. FThe basis for Ihe assumption
of machinabilityis that there is little reason lo assume that these letters
are non-machinable and that only 30 percent of non-automation

. publications in general are non-machinable. If some non-automation
letters are non-machinable. some additional revenue would be
received. Except that the basic presort tief is disaggregated into mixed
AADC and AADC. separate piece rates for automation letters are

proposedjust as in the current rate schedule.

In addition to the traditional piece and pound rates. letters would
receive a container charge, just as in lhe Postal Service proposal, and
would pay a bundle charge. The Postal Service might decide that a

tray receives handlingthat is equivalent to that of a bundle.

The piece rates for automation letters were developed by relying
primarily on the Postal Service proposal. Witness Tang shows a cost

difference between basic non-automationflats and basic automation

. letters of 29.6 cents (equal to a letter-flat differential plus the savings




Mitchell Response lo POIR NO. 18
Item b
Page 2 of 2

due to automation compatibility) and proposes a passthroughof 35.3
percent, yielding a rate difference of 10.4 cents. To get the rate for
automation letters at the mixed AADC iavel, lapplied this difference to
the rate for machinable fiats at the corresponding level. Also, Tang
proposes a discount for 5-digit automalion letters. relative lo 3-digit
automation letters. of 6.4 cents. which ladopted. This leaves two
discounts, AADC relative to mixed AADC. and 3-digit relative to AADC.
Both of these involve the current basic level, which is proposed to be
deaveraged. Making matters worse is that Tang (in cell F45 of her
'Discounts' sheet) erroneously calculated the cost avoidance for the 3-
digit pieces as equal to a letter-flat differential at the basic level (which
may be viewed as applicable) plus the difference between a 5-digit
non-automationletter and a 3-digit automalion letter (an irrelevant cost
difference). lIselected an ADC discount (relalive to mixed AADC) of
3.8 cents and a 3-digit discount (relatire to AADC) of 1.4 cents. The
resulting rate for 5-digit automation lettersis 19.1 cents, 1.3 cents

below Tang's rate, consistent with a reduced role for piece rates.
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Responseto USPSITW-TI-I
Page 1of 5

RESPONSES OF WITNESS MITCHELL (TW-T-1} TO
INTERROGATORIES OF THE UNITED STATES POSTAL SERVICE

USPS/TW-T1-1.

Please refer to your testimony at pages 2-3, where you update a Docket No. C2004-
1 comparison of the CPI-U to an index of Periodicals rates (at constant markup
index).

a. Please confirm that, in response lo TW et al./USPS-RT2-7 in Docket
No. C2004-1 (Tr. 6/2185-80), witness Tang presented the drawbacks
of comparing the CPI-U index to your "index of Periodicals rates. at a
constant markup index."

b. Please refer to Postal Service witness Tang's response to TW et
al./USPS-RT2-7. Do you agree that since 1985 significant structural
changes have occurred in rate design and mail mixes? If not. please

explain fully.

c. Do you agree that since 1985. there have been large changes in
worksharing opportunities and productivity investments? If not, please
explain fully.

d. Please refer to Postal Service witness Tang's response to TW et

al JUSPS-RT2-7, especially Tables 1, 2 and 3. How does a constant
markup index recognize the significant structural changes that have
occurred in Periodicals rate design and mail mixes, and the large

changes in worksharing opportunities and productivity investments?

e. When there have been large changes in relative costs within
Periodicals rate categories, is it useful to examine other measures,
such as unit contribution, as well as markup or cost coverage? If not,
please explain fully.

RESPONSE:

a. | agree that witness Tang responded to interrogatory TW et al./USPS-RT2-7
in Docket No. C2004-1, but, for the following reasons, Ido not agree that what her

response presented is properly characterized as "drawbacks"to my analysis.
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Response to USPS/TW-T1-1
Page 2 of 5

(1) Tang's response states that her testimony on my CPIU comparison
“pointfed] out that one way to look at the changes in Periodicals rates over the past
two decades is to look at the price of an average Periodicals piece," by which she
means the postage of an average Periodicals piece, which is commonly referred to
as the average per-piece revenue (herein shortened to per-piece revenue). Her
suggestion is fundamentally misguided. The ralio of revenue to an output measure
like the number of pieces is not a rate and cannot be used to construct a rate index.'
Itis true that an increase (decrease) in rates would increase (decrease) the per-
piece revenue, celeris paribus. Butthere are other factors as well that affect the
per-piece revenue, factors that have nothing to do with the average level of rates.
That such factors might explain much of the behavior of the per-piece revenue is
more than just a theoretical possibility: some of these other factors have changed
substantially. In particular, there have been increases in activities like presorting.
prebarcoding, walk sequencing, co-mailing. palletizing. co-palletizing. and
dropshipping, all of which would decrease the p 2r-piece revenue but none of which
implies a change in any rate or in Ihe average level of rates. Inaddition, the per-
piece revenue is affected by changes in piece weight. the proportion of letters to

flats, and the sending of Ride-Along pieces.

Tang's reliance on an inappropriate measure pervades her response. In

every table and every explanation, she focuses on per-piece revenue and jumps to

¥ The construction of price indexes is closely related to the developmentof output and productivity
measures, on which a considerable literature exists. Specifically, a revenue index divided by a
quantity weighted output index is a price index. and a revenue index divided by a price index is an
output index of the kind needed as the numerator of productivity measures. The Postal Service deals
with these issues properly in its totalfactor preductivity (TFP) indexes. See DianneC. Christensen,
Laurits R. Christensen, Charles E. Guy, and Donald J. O’Hara, “U,S, Postal Service Productivity:
Measurement and Performance," pp. 237-258, in Regulation and the Nature of Postal and Delivery
Services, edited by Michael A. Crew and Paul R. Kleindorfer,1993, Kluwer. See also John'W.
Kendrick, Productivity Trends in the UnitedStates. A Study by the National Bureau of Economic
Research, 1961. Princeton Press. In his volume testimony, Postal Service witness Thress develops
appropriate price indexes. See USPS-T-7, p. 17, beginningon line 16. See also Thress's price
indexes, USPS-LR-L-63.fle Frices.xis, which shows in considerable detail the development of his
indexes.

10491




10492

Response to USPS/TW-T1-1
Page 3 of 5

nclusic  about rates. Such a tran gression of logic is particularly affronting in
this situation because most or all of the mailer activities influential in determining the
per-piece revenues are performed at considerable cost to the mailers involved.
Mailers incur the costs of both the worksharing activities and the higher postal rates,
and the Postal Service tells them not to be concerned. because the total amount

they are paying in postage has not increased all that much.

(2) According to Tang, “{ijmplicit in Mitchell's comparison . _ is the idea that
Periodicals subclasses either would or should have maintained the same markup
index over approximately a two-decade period." To the contrary, | have made no
such assumption at any time, implicit or otherwise. In order to separate rate
changes due to cost changes (the subject that 1was addressing) from rate changes
due to markup changes (a subject that 1was not addressing), and for this reason

only, my analysis develops rates as if the markup index had been unchanged.

(3) Tang then provides a gratuitous assessment of the merits of maintaining a
constant markup index, and incourse fails to respect or even acknowledge the logic
underlying the index and the Commission's introduction of it. For example, she
observes that a product that has large increases in woiksharing relative to other
subclasses, so that the Postal Service's costs for it decline substantially, would see
rates with a smaller per-piece contribution the next time rates are set, and that some
other product might accordingly receive a larger price increase than it otherwise
would. She says that such outcomes are "neither reasonable nor sound" and "show

convincingly that it is neither reasonable nor appropriate to assume that constant

markup indexes would or




Response to USPS/TW-T1-1
Page 4 of 5

should be used as an element in developing product prices." She does not
acknowledge that the outcome she condemns is a natural consequence of setting
economically efficient rates, a normal and expected result of competitive forces. that
it can easily be caused by other factors as well (such as a volume decline of another
product), and that it is consistent with broadly accepted notions of equity. The
reason the Commission adopted the practice of using markup indexes is that Ihey
provide a valuable reference point, particularly lor comparing contribution burdens

over time. The indexes should not be written off in such a peremptory way

b. Yes. Note that Idiscuss certain of the "significant structural changes .. in
rate design" on page 3 of my testimony and that the effect of these changes is to
make the relationship between Periodicals rates and the CPIU all the more

troubling, not less

C. Yes as to worksharing opportunities. | am not certain what you mean by
"productivity investments," but if you mean capital investments by the Postal Service

in mail-processing technologies, the answer is also y&
d. Please see item number 3 in my response to part a of this interrogatory.

e. Changes in "relative costs" would involve such developments as
transportation costs having declined (increased) relative to sorting costs, sorting
costs having declined (increased) relative to mail handling costs, and delivery costs

having declined (increased) relative to sorting costs, and so 0Nn. | do not know how

2 Compare PRC Op. R80-1 (January 4, 1891), at {V-4:

We measure relative burdens with a markup index, which compares the
markup for each subclass with the systemwide average markup. ... We
find this measure particularly valuable becauseit allows us to compare
relative burdens from case to case, while case t0 case comparisons of
cost coverages or unit contributions are made misleading by variations in
the amount of total and attributable dollars involved.
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Response to USPSITW-TI-I

. Page 50of 5
relative costs have changed. Whatever has happened lo them. no adjustments in

ratesetting principles should be needed




Response to USPSITW-TI-2
Page 1of 2

RESPONSES OF TIME WARNER WITNESS MITCHELL (TW-T-1) TO
INTERROGATORIES OF THE UNITED STATES POSTAL SERVICE

USPS/TW-T1-2.

Please refer to your testimony at page 17, lines 17 — 20, where you express concern
about the container rate causing "mailers of 5-digit paltets to merge them into larger
3-digit pallets in order to reduce the container charges. . .."

a. Please confirm that the container rate proposed by the Postal service
is $0.85. If you do not confirm, please explain.

h. Please confirm that the proposed 3-digit automation flat per-piece rate
is $0.327. If you do not confirm, please explain.

C. Please confirm that the proposed 5-digi: automation flat per-piece rate
is $0.255. If you do not confirm, please explain.

d. Would the differential between Ihe 3-digit and 5-digit piece rates tend
to discourage the conversion of 5-digit pallets to 3-digit pallets? If not.
please explain.

e. Do you believe that mailers deciding wt.ether to merge 5-digit pallets
into larger 3-digit pallets should consider the impact on the piece rates
that result, as well as the containerrate? If not, please explain fully.

RESPONSE:

a. confirmed

b. Confirmed

C. Confirmed

d. No. When 5-digit pallets are merged to create 3-digit pallets, neither the

bundles nor the presort levels of the pieces in'the bundles are affected. Therefore,

the piece rates cited in parts b and c of this question are irrelevant.
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Response to USPS/TW-T1-2
Page 2 of 2

e. | believe that all such factors, including the handling costs of the bundles and
the containers, which vary by entry point and container makeup, should be
considered by mailers when they make mailing decisions. A primary reason
supporting the rates I propose is that virtually none of these comparisons can be
made under the current rates or the rates proposed by the Postal Service.

However, the particular comparisons you suggest are irrelevant to the mailing

decision to which your question has reference.
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CHAIRMAN OMAS: Is there any additional
written cross-examination for Witness Mitchell?

(No response.)

CHAIRMAN OMAS: There being none, that
brings us to oral cross-examination.

Two participants have requested oral cross,
the American Business Media Press and The McGraw-Hill
Companies.

Mr. Straus, you may begin.

CROSS- EXAMINATION

BY Mr. STRAUS:

Q Mr. Mitchell, 1™m David Straus for American
Business Media.

Your proposal is the same as the Postal
Service"s on the ride along rate. You are aware,
aran’t you, that MPA has proposed a reduction in the
ride along rate proposed bty the Postal Service?

A Yes, | am.

Q Are you opposed to that MPA proposal?

A Well, in the sense that | propose something
different I'm automatically opposed to i1t, but 1
haven®t provided any specific assessment of that rate.

Q 1 didn"t read your testimony as actually
proposing something different as much as simply going
along with what the Postal Service proposed on rcide-

Heritage Reporting Corporation
(202) 628-4888
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alongs.
You are affirmatively supporting the Postal
Service proposal on ride along rate?
A 1 think my testimony says that | adopted it.
Q Yes, | understand that. So do you support

i

A It"s part of my proposal.

Q Is there some reason you won"t use the word
" support: ?

A My only reservation is that 1 haven™t

provided any specific analysis of that particular rate
which would provide support beyond the fact that |1
adopted 1t.

Q I guess I™"m trying to distinguish between,
for example, MPA and Anv adopted the feature of the
Postal Service®s proposal that does not distinguish
between machinable and nonmachinable, but they adopted
It saying simply that they"re not going to propose any
changes, but without really affirmatively supporting
it, the way I read i1t.

It"s simply there®s some things we"re
looking at and some things we"re not, and I'm just
trying to find out whether you affirmatively agree
with the Postal Service proposal or simply --

MR. KEEGAN: Mr. Chairman, I‘m going to

Heritage Reporting Corporation
(202) 628-4888
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object at this point. |1 believe the witness has
answered the question.

CHAIRMAN OMAS: Mr. Straus?

MR. STRAUS: He"s dancing around the
question 1 think. 1 promise I°1l try only one more
time.

CHAIRMAN OMAS:  Yes.

THE WITNESS: I think you said you will cry
one more time?

MR. STRAUS: Yes.

BY wr. STRAUS:

Q Okay. Are you in favor of the Postal
Service"s proposal on ride along rates?

A Yes.

Q 1"11 ask you the same qu=stion | asked Mr.
Glick. He didn"t answer it. Maybe you can.

The Time Warner response to POIR 19 shows --
you don"t need to look at 1t. 1"m not going to ask
you about that at the moment. You can if you™d like.
It shows 1 think for three publications there are
machinable increases iIn excess of 25 percent under the
Time Warner proposal.

IT the Commission were to decide that it
liked much of the Time Warner proposal but just
thought that the impact on those who are hurt by it

Heritage Reporting Corporation
(202) 628-4888
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was somewhat too severe and wanted to rachet back some
of the increases that would result, iIs there one place
in your proposal that you think the Commission ought
to focus to make that kind of an adjustment?

A I don”t think there’s one place. One would
have to clarify exactly what kind of adjustment one
wanted to make.

My pass through is 60 percent, but 1 have
provided a spreadsheet which makes it very easy to
change that i1f 1t’s desired.

Q So you would say that they should change the
pass through rather than change the basic design? 1°m
not saying you would support it, hut if In fact they
wanted to make the winners win a little bit less and
the losers lose a little bit less.

A I think the basic design i1s exceedingly
important because i1t goes toward cost drivers which
really need to be recognized to bring about an
effective subclass, so | strongly object to changes 1n
the structure.

That doesn’t mean that 1t’s not possible at
some point in the future to iImprove the structure, but
I don’t know of any changes to it that would be
appropriate.

The easiest thing to do is to change some of
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the pass-throughs, and 1 think I"ve said in several
interrogatory responses that 1°ve built a spreadsheet
which makes that easy to do if one had a focus and a
purpose.

Q You say on page 21 of your testimony that
printers are investing In systems that create
copallets. Could you please describe the kinds of
systems you are talking about there?

A My statement there was based on my reading
of news items and things that are discussed at focus
groups, and in the Postal litsra:ur= | have seen a
very large number of reference:: to mailers investing
in copalletization equipment.

Some of It iIs being dons on site. Some of
it 1s being done off site by people like Farrington.
It does take some iInvestment. |1 haven®t quantified
how much, but my observation was meant just to be that
that i1s 1n fact happening.

Q I didn"t ask you about iInvestment. |1 asked
you to describe the kinds of systems. You said
they"re investing in copalletizing equipment. What
kind of equipment are you talking about?

A 1 don"t know the exact kinds of equipment
that are required to go into that business.

Q Do you know 1f In fact that any equipment
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investment 1s necessary to copalletize iIn a printing
plant?

A I would think i1t would depend on how the
copalletization i1s done, but 1 can™t specify. I™m
sure space is required for one thing. A building
would be required. Manpower would be required.

As far as the specific word "equipment”,
which i1s what you asked, 1 can"t tell you exactly what
equipment 1s needed.

Q I think the record will show that you used
the word "equipment” first. Okay. So you don"t know
exactly what it is that they"re doing.

What about comailing? Do you know whether
that requires equipment and what; kind of equipment it
requires?

A My understanding is that a great deal of
comailing is done in line, which cbviously requires
that some of the in line equipment be modified. Some
of 1t could be software. Some of i1t could be
specialized equipment itself. 1 can"t provide you
with the details of what"s required.

Q Please look at page 24 of your testimony.
I'm focusing on the bottom of that paragraph that
takes up most of the page.

In the last sentence in that paragraph in
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which you®"re discussing firm bundles you say, "Sinces
they pay only one charge for multiple copies, they
should be well positioned to accommodate a change that
recognizes the costs caunssd."

Can you explain what you mean there?

A What I mean is that if you have 10 copies in
a firm bundle and you look at your cost per copy it
gets divided by 10.

I think people do tend to look at cost per
copy. Subscriptions are done on a per copy basis, so
1 think that they“"re well positioned rate-wise tc get
their copies distributed.

Q Well positioned rate-wise to get their
copies distributed? 1 really dcn‘z understand that
phrase.

A You have some people who are paying a rate
for each piece. They"re paying a rate for maybe 10
pieces. On a per copy basis, that"s a pretty low
rate.

Q So when you say well positioned to
accommodate a charge, you®"re saying that the mailers
can afford to pay more because they"re paying a low
rate now?

A I"m saying that, yes.

Q So 1T a publisher is now paying say 20 cents
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a copy for a publication, another one is paying 50
cents a copy, the person paying 20 cents a copy can
more readily accommodate an Increase than the person
paying 50 cents a copy simply because he"s paying
less?

A 1 don"t think that"s what 1 said.

Q Well, let"s take somebody who has a lot of
firm bundles. |1 mean, don"t they have a business
plan? Don"t they have pricing? Don"t they build
their product around the historic way that postage is
charged?

A I think Time is one example of a publisher
that has some firm bundles. Time iIs acknowledging
that the cost of these bundles is higher and that they
would have to pay that higher cost under this
proposal.

Q What 1f there was a publication that
distributed very, very heavily with firm bundles let"s
say because they were delivering to schools? Let"s
say they had a school product. My Weekly Reader. 1
don"t know 1f i1t still exists, but where their product
1s firm bundles.

You"re saying just because they"re paying a
rate on one basis today they can easily afford a very
big increase tomorrow?
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MR, KEEGAN: Mr. Chairman, | object. That

mischaracterizes the witness®™ response.

MR, STRAUS: 1'll rephrase 1t. 1 think 1711
move on.
BY MrR. STRAUS:
Q Please look at your responses to the data

requests now, to specifically American Business
Media®s Question No. 1 to you.

A Okay -

Q That question references your testimony at
page 21 where you discussed copalletizing and
comailing, and in part (a)we asked you to i1dentify
the employees of printing companies, the names of the
companies with whom you discussed comailing or
copalletizing since you filed yo-r testimony in the
complaint case.

Your answer was, "l mav have talked to such
employees at meetings, but I do not recall any
specific conversations."”

Since you already said today that your
answers to these questions would be the same I1f asked
today, I can assume, can"t 1, that you still have not
talked to any or cannot recall any specific
discussions with any printers about comailing and
copalletizing?

Heritage Reporting Corporation
(202) 628-4888




N w N P

10
11
12
13
14
15

16
17
18
19
20
21
22
23
24

25

10506

A Your question had to do with the

availability or the cost --

Q Right.
A -- of comailing and copalletization.
Q Yes.

A And you asked me if 1 talked to printing
companies or their employees.

Q Yes.

A And 1 said 1 couldn®t recall any specific
discussions, and that"s true today as well.

Q That was my question. It remains true
today. Since this question, you. still have not
discussed --

A Yes.

Q You still cannot recall. any discussions of
that nature?

A Yes.

Q Do you know with rsspsct to any specific
printer whether that printer®s charges to its
customers for copalletizing or comailing are less
than, equal to or greater than the costs incurred by
the printer to provide that service?

A No. The market should take care of that.
That"s the printer"s business, not mine.

Q So 1t"s possible that some printers are
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providing this service at or even below cost?

A I have no basis for saying that it"s
impossible.

Q Please look at ABM"s Question 3 and your
response.

A Okay -

Q The guestion asked you two alternatives. It
asked you whether your statement that you would
continue all current recognition of editorial matter
meant that the total benefit to all editorial matter
would be preserved or that no individual periodical
mailer would see 1ts editorial benefit reduced.

You said, "Neither," but then 1 thought that
you agreed that you were doing ths former with the
sentence, "I met this objactive with editorial
benefits approximating those in ihe Postal Service
proposal .»

Are you making a distinction there between
today®"s editorial benefit and the Postal Service®s
editorial benefit?

A The question says would you continue all
current recognition.

Q Yes.

A And 1 took that to mean current rates.

Q That"s what 1"'m trying to find out.
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A There has been some adjustment by the Postal
Service from current rate, so I did not continue
what"s i1n the current rates because what 1 did was
very similar to what the Postal Service did.

The second part of your guestion says, or
that no individual periodical mailer will see a
benefit reduced. I"'m not sure how to measure the
benefit to specific publications, but obviously when
you change the structure from the current rates the
effect on individual mailers is related to their own
billing determinants.

Q Okay. So what your testimony said would
continue all current recognition of editorial matter?
That"s on page 22, line 2s.

A Okay. The reference t= page 22 was a list
of objectives.

Q So you did not meet that objective?

A 1 explained that I met i1t by an editorial
benefit which is approximately equal to what the
Postal Service proposed.

Q But you also said the Postal Service
proposal was not the same as the current, so | don"t
know how you meet the current benefit by doing the
same as the Postal Service did when what the Postal
Service did was different from the current benefit.
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A I think the statement on page 22 is a rather
general statement. |1 wouldn®t argue that the Postal
Service reduced the editorial benefit. 1 think they
recognized 1t in a slightly different way.

You know, 1t wasn"t a statement that said
that 1 recognize the current editorial benefit iIn
exactly i1ts same form as it is now. Obviously the
form has changed a little bit.

Q The statement iIn your iInterrogatory response
reads as follows: "I met this objective with
editorial benefits approximating those in the Postal
Service proposal.”

A Yes.

Q If 1 change that to s2y I met this objective
with editorial benefits approximating those In current
rates would that be a true statement?

A I don"t have any measurs oOF the level of
editorial benefit over time. we have no index. We
have no comparison on the record. |'m not sure how to
build one, so 1 think my statement should stand the
way It 1Is.

Q Well, 1 don"t know how you can easily state
as you did that what you®ve done approximates the
Postal Service"s. When 1 asked you whether i1t
approximates today"s all of a sudden you"re unable to
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make a comparison.

A I said that 1 approximated the Postal
Service®s benefit. 1 said that they had changed it
slightly from the form that it took today, and 1 said
that 1 did not have any Index to compare the average
level over time from one set of rates to another, but
I think roughly they have maintained the level of
editorial benefit, and 1 approximated theirs.

Q Okay. We"ll move on. Please look at

Question 5.
A Okay .
Q Your rate proposal makes a distinction, does

it not, between machinable and nonmachinable pieces?

A Yes.

Q And 1n the Time Warner response to POIR 19
didn"t Time Warner point out that the very large
increases shown there tend to be for nonmachinable
pieces?

A Yes. 1 think that"s generally true. |
haven®t tabulated those myself, but 1 think that"s
generally true.

Q And just sO 1t"s clear, by machinable you
would exclude pieces that can be handled by the Fwv
1000 only and limiting it to the AFSM 1007?

A The machinability is defined on the AFSM
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100.

Q So a publication that can be handled on an
FSM 1000 would be deemed nonmachinable?

A That"s right.

Q Okay. In Question No. 5 we asked you what |
thought was a pretty simple and straightforward
question, which is to describe the types of
publications that are not machinable.

Who is 1t that"s going to pay these very
large increases? |1"ve tried to parse this answer into
figuring out what it says, but :'m not exactly sure.
Can you give any examples of the kinds of publicat:ions
that would be required under your proposal to pay :he
nonmachinability rate?

"A My answer says that th: Postal Service
defines machinability, so the way to approach this
would be to get out the page of the bMM which defines
machinability, and we could say that publications that
fell outside of that would pay the higher rates.

Q We could, but we could also say a
publication that weighs more than four pounds. |
mean, you could say that right now today iIf that"s the
limit. 1 don"t know. Or you could say a publication
that"s bigger than a certain size or maybe a daily
newspaper that"s rolled up.
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I"m not asking you for specifications.
Those are 1In the DMM. I'm asking you for the kinds of
actual publications i1n the mail that would fail to
meet the machinability test and would pay these high
rates.

Are you saying you cannot identify a single
example in the mail of a publication that is
nonmachinable?

A Well, 1 think your example of a newspaper
that"s rolled up 1n a big roll, I don"t know that
that"s a type of publication.

That"s what you ask i1n your question was a
type of publication. 1 think that would be an
example, but, you know, as far as the height goes
there"s a maximum height. If someone is a little
above that then they®"re nonmachinable. There"s a
number of specs involved here.

Q So you had one example. You agreed with me
that a rolled newspaper is a kind of mail piece, a
periodical mail piece that"s nonmachinable. Maybe
that"s the problem. 1 used type of publication.

How about 1f 1 say what types of periodical
mail pieces would pay the nonmachinable rate?

A Well, I still might have trouble with the
word "types", but I think I made i1t clear that we
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could get out the DMM, and we could look at a series
of specs. We could say if it"s over this weight spec
or over this height or over this width spec it
wouldn®t be machinable.

Q Is a typical tabloil-shaped publication
machinable?

A I think a large number of the tabloids are
rather tall, but I don"t know whether or not they vary
in height, and I don®"t know how many of them would be
over that height. 1 think it"s entirely possible that

some of them would be nonmachinable.

Q Is a digest-sized publication machinable?
A I don"t know.
Q In ABM Question 6 we asked about your

statement that the effects of the rates you propose on
small mailers are limited. [1°ve looked at the
response to POIR 19, and it looks to me there that the
increases for that sample would be limited to 46
percent for nonmachinable pieces and 37 percent for
machinablle pieces.
Is that what you had 1n mind when you said

that the effects on small mailers were limited?

A What I had 1n mind is that with the 60
percent pass through that there®s a substantial
attenuation of the relationship between the costs and
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the rates, and in that sense 1 think it's
substantially limited.

Q So you aren"t talking about the actual rate
impact that came out of the other end of your
proposal? You were talking about your proposal i1tself
didn"t go as far as it might have?

A I think the specific rate impacts are still
being calculated.

Mr. Stralberg has studizsd those much more
carefully than 1 have so If there®s a question on that
POIR response and the reasons for those outcomes I
think he could give you a better answer.

Q That wasn*"t the focus of my question. The
focus of my question was your testimony that the
effects are limited, and It"s wh=thsr In saying that
you were discussing the actual rate impact that came
out of the other end of this machine you®"ve created or
whether the system you®ve created limits the results.

There"s two points. Were you saying that
the limits are the limits on the rate increases or the
limits are because you didn"t pass through as much as
you might have?

A 1 think the latter primarily, but 1 think It
will lead to a pretty acceptable pattern of actual
rate increases. There will be some that will be
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higher.

Q What did you know about the pattern of rate
Increases at the time you proposed your rates?

A I think Witness Stralberg provided an
interrogatory response which explained all of the runs
that we did before we filed the testimony.

I think there were about five publications
of ours that we ran. We didn"t run any others, so it
was not a process of looking at various rates and
running publications and trying to get a certain
outcome.

Q So when you said the effects are limited,
you had a total of five data poirnts?

A I wouldn®t even go sc far as to say that
because we didn"t base the propcsal on the outcome of
those five data points.

Q Then how did you know that the effects on
small mailers were limited?

A I explained several reasons. This
interrogatory has one through five listed i1n i1t, and 1
think In total those point to a substantial limitation
of effects.

Q Okay. The next question relates to your
next response to ABM No. 10. You say there that some
weeklies are h=ing comailed.

Heritage Reporting Corporation
(202) 628-4858




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

10516
Do you have anything in mind other than
those i1dentified In Mr. White"s testimony, the two he
identified, one with a circulation of I think 400,000
and some and one with a circulation of over one
million?

A I have heard people say that some weeklies
are being comailed. 1 don"t have any specific In
mind. This one by Mr. White was one that happened to
be on the record so 1 pointed to it.

Q But you don"t know of any others?

A You know, I was at a focus group meeting two
weeks ago, and two publishers made presentations on
comailing. I"m sure that at least one of them was
weekly, but 1 can"t remember which one It was.

Q Who were the publishers?

A One of them was Bania.

Q That"s a publisher?

A A printer. |I'm sorry. One was Farrington,
but that was primarily on copalletization. 1 think
there was one other one. It might have been -- |
shouldn™t say 1f I'm not sure, but I know there were
three.

Q Please look at ABM Question 12 and your
response.

A Okay .
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Q 1 believe that 1 probably phrased the
question badly by asking whether the iIncentives are
adequate to encourage comailing, so let me rephrase it
the way 1 really intended it.

Do today®s rates otf=r iIncentives for
comailing and copalletizing that have actually led to
comailing and copalletizing?

A Did you say that have actually led to?

Q Yes.

A Well, the presort discounts themselves
provide a benefit 1If comailed pieces achieve a
different level of presortation, so certainly there
are rate effects iIn the current rates.

Q So the current rates provide an incentive,
but in your mind just not an adeszuates iIncentive? Is
that fair?

A My use of the word "adequate" was that the
current rates don"t follow costs well and therefore
don®"t provide a good framework for comailing and
copalletization decisions to be made.

I haven™t tried to achieve something that"s
adequate. 1 haven™t tried to achieve an increase or a
decrease. 1"ve tried to establish a framework of
rates which allows those decisions to be made.

Q Let me try again. Is it your view that
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today®s rates provide an incentive to comail and
copalletize, but that the iIncentive in today”"s rates
IS not an adequate incentive?

A 1 have said that i1t"s not adequate in the
sense that i1t does not represent costs well, and
therefore good decisions cannot be made.

Q But you®"re not answering the first part of
my statement, which was that today®s rates do provide
an incentive, just not an adeguate one In your view?

A I have agreed with tre part that says that
It does provide an incentive.

Q Okay. Thank you. In response to McGraw
Question 3(b) you say that with competition you would
expect printers® charges, and there you®re referring
to charges for copalletizing, to be based on their
costs, not on the application of some proportion to
the savings in postage with competition.

Can you explain why a pricing system based
on costs rather than something else necessarily
results from competition?

A I think there will be competition among
printers for business regardless of what the rate
structure is.

I didn"t understand the end of your
guestion. It sounded like there would be competition
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1 under one set of rates and not under another one?

2 Q No. Let me read your statement without

3 changing the order of your words. "With competition,

4 I would expect printers® charges to be based on their

5 costs, not on the application of some proportion to

6 the savings i1n postage."

7 So what you"re hypothesizing there or

8 assuming there is that maybe today printers are

9 charging on the basis of postage savings, but with

10 greater competition you expect them to be charging on

11 the basis of their costs. Isn"t that what you said?

12 A Well, Question 3(b) says particularly if a

13 printer®s copalletization charges are based on a
. 14 percentage of the postage saved, and 1 took that to

15 mean that there was some kind of rule or pattern

16 relating to the percentage of the postage saved.

17 I don"t think that®"s th= way It works. |1

18 think that printers look at a big picture. They
19 compete for customers, and they try to make a profit.

20 What they do i1s not well described by some percentage.

21 Q Do real estate agents compete for business?
22 A In the general sort of way, yes.
23 Q Well, 1f you wanted to put your house on the
24 market there would be more than one agent and more
25 than one company willing to take that listing,
. Heritage Reporting Corporation
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wouldn’ t there?

A There®"s more than one company willing to
take the listing.

Q And iIsn"t it true that most or maybe nearly
all of those companies would base theilr price to you
as a percentage of the value of the sale rather than
on their cost of providing the service?

A I think a large number of them honor the
same percentage, but there"s also quite a number that
compete otherwise.

Q But you would agree, wouldn®"t you, that the
leading real estate companies base theilr prices on a
percentage of the sales price rather than their costs?

A I think beyond some general statements about
real estate that I don"t have a strong basis for
reaching conclusions about.

Q Okay. In Question 14 from McGraw-Hill, and
I guess we"re getting back to machinability.

A I"m sorry?

Q McGraw-Hill Question 14.

A 1 only have 11 McGraw-Hill.

Q I"m sorry. My apologies. It"s Question 4.

I need new glasses, so I°11 take them off.

A Okay -

Q You say that based upon your M-TAC
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participation you know that a great deal of attention
Is paid to the content and interpretation of
machinability standards and how pieces can be changed
to meet them.

Isn"t i1t true that nearly all of that
attention i1s devoted to classes <thsr than
periodicals?

A I don"t think so.

Q All right. Describe for me then some of the
discussions and conversations and attention that"s
been paid to the content and interpretation of
machinability standards as they apply to periodicals

A Well, 1 think the czxm "trim size" IS the
one that comes to mind most quickly. 1 know a number
of publications have changed their trim size over
time. They"ve also changed the weight of the paper
that they use.

Q Do you know pupblications that changed their
trim size to meet machinability standards or just
changed their trim size to save paper costs or postage
costs?

A Obviously these decisions are made within a
larger framework than just machinability, but 1 think
postage is an input to the decisions.

Q Is a2 great deal of attention paid at M-TAC
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meetings to trim size of periodicals as it applies to
machinability?

A 1 think machinability is a concern. 1| mean,
this 1s a general statement here that machinability
gets some attention.

Q All right. Let me cut to the chase. You
say that you®ve heard discussions at mailer meetings,
including M-TAC, and a great deal of attention is
paid.

Can you give me one example of a periodical
mailer that made an adjustment to i1ts publication in
order to become machinable?

A The one that comes to mind iIs Fortune
magazine, which has changed its size substantially
over time, but 1 can"t testify to all of the factors
that were i1nvolved In the decisions to change that one
so | can"t say gee, this is how r1t: resided In terms of
machinability.

Q So you don"t know whether any of the changes
in the trim size of Fortune had anything to do with
machinability, do you?

A I think in general that was a consideration,
but I can"t provide you with any details.

Q When was that a consideration? When did
they make the size change when machinability was a
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consideration?
A I can"t tell you when. 1"m sure i1t"s been
several years.
MR, STRAUS: That"s all 1 have. Thank you.
CHAIRMAN OMAS: Thank you, Mr. Straus.
Mr. Bergin?
MR. BERGIN: Mr. Chairman, I have no follow-
up questions.
CHAIRMAN OMAS: Thank you, sir.
Is there any other participant who --
Mk. RUBIN: The Postal Service has a few
questions.
CHAIRMAN OMAS: Mr. Rubin?
CROSS-EXAMINATION
BY Mr. RUBIN:
Q Good morning, Mr. Mitchell. [1"m David Rubin
for the Postal Service.
A Good morning.-
Q Would you turn to page 22 of your testimony?
There you present nine objectives for rate design.
The ninth one 1s to move at a measured pace toward a
more cost-based periodical rate design. Is that
correct?
A Yes.
Q Do you agree that all the periodicals”
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proposals in this case -- the Postal Service"s, MPA's
and Time Warner®s -- all to some extent move toward a
more cost-based periodicals rate design?

A No.

Q So do you feel that the Postal Service®s
addition of a container rate and recognition of the
editorial portion of publications In drop ship
discounts iIs not a move toward a more cost-based rate
design?

A There i1s an element of movement on an
average basis towards something that i1s a little more
cost-based, but 1 think 1 explain In my testimony a
specific example that Witness Tang provided, and |
show that the relationship of the rates there to cost
i1s extremely troublesome.

Yes, | agree that there"s a very rough sense
in which you can say that there®s an element of
movement towards recognition, but 1 think 1t also
introduces so many questions that i1t"s not clearly a
net gain.

Q And what about the MPA proposal? Is it
moving towards a more cost-based rate design?

A No, I don"t think It 1s.

Q And why do you believe that?

A well, 1 think for two reasons. Number one,

Heritage Reporting Corporation
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we have shown that we understand very clearly what the
important cost drivers are, and we have proposed to
introduce those drivers and move toward them. The MPA
proposal does not iIntroduce those cost drivers.

I think the second r:ason Is that the MPA
proposal moves backwards and increases the reliance on
a per piece discount for palletization, and I think 1
have been on record for some time as saying that
pallet costs are not iIncurred on a per piece basis.

I think the MPA propcsal would further
entrench us in an increased per pallet discount that
we might have to back away from in the future, and 1
think 1t might be painful to back away from i1t.

One of the problems with the Postal Service
proposal iIn this case Is that ~ve have a one and a half
cent -- sometimes larger -- pallet discount in place,
and when you have to back away trom that large a
pallet discount in order to put something else In it
has some effects.

I"m afraid in the MPa proposal that we"re
instituting something that we"re going to have to back
away from, and we"re going to cause larger effects on
ourselves in the future If we move toward a rate
structure that appropriately represents costs.

Q Now would you turn to your response to ABM

Heritage Reporting Corporation
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Interrogatory T1-57? You talked about this a little
with counsel for ABM earlier today.

A Yes, on machinability.

Q The first sentence of your response states
that, "The Postal Service defines machinability and
would continue to do so under the rates |1 propose."”

Do you think i1f the Time Warner proposal to
base rates partly on machinability were adopted in
this rate case that there would be pressure on the
Postal Service to change the definition of
machinability?

A 1 think there are always pressures on the
Postal Service to make changes of that kind, and I
think we have to count on the Postal Service to look
Into the questions that are raised and to make an
efficient decision.

Q And so the Postal s=rvice would make those
decisions in between the time that the rates are
recommended and they are implemented?

A Well, there are some definitions in place
now. 1 haven™t suggested that changes need to be
made, but the Postal Service could consider what was
the most appropriate thing to do. I1"'m not trying to
rule out the possibility of progress as time goes on.

MR, RUBIN: Thank you. That"s all 1 have.

Heritage Reporting Corporation
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CHAIRMAN OMAS: Thank you, Mr. Rubin.

Is there anyone else? Mr. Bergin? Would
you put your mic on and introduce yourself for the
record, please?

CROSS-EXAMINATION

BY MrR. BERGIN:

Q Good morning, Mr. Mitchell. Tim Bergin for
The McGraw-Hill Companies.

A Good morning.-

Q I just have one follow-up question at this
point regarding a qusstion Mr. Rubin just posed.

IT you had to choose, putting aside the
proposal that you®ve sponsored cn behalf of Time
Warner, and 1 understand that ycu advocate that
proposal of course, but if you azd to choose between
the proposal 1n this case presented by the Postal
Service and the proposal presented on behalf of MPA
and ANM, which would i1t be and why?

A I have talked about aspects of both
proposals, but 1 think before I would go on record as
choosing one or the other if that hypothetical
situation were presented to me 1 think I would do some
further analysis before 1 would feel comfortable doing
that.

Q Well, can you speak In general terms? For

Heritage Reporting Corporation
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example, the Postal Service has proposed a container
charge, and MPA has proposed a pzr piece pallet
discount 1n lieu of a container charge.

There has been testimony that they"re iIn
some sense on opposite sides of the coin; that a
container charge of ss cents iIs equivalent to a pallet
discount of 1.9 cents and so forth.

You took issue with the concept of a per
piece pallet discount just a few minutes ago. Can you
elaborate on how you assess the container charge as
opposed to the per piece pallet discount?

A 1"11 tell you why I"'m a little
uncomfortable. 1"m a little uncomfortable because I'm
not prepared to make a decision on the merits between
one and the other and to provide a reason for it.

If I'm not prepared to say that I"ve done
the following kind of analysis and 1 have the
following kind of reasons, then 1 feel a little
uncomfortable saying 1 prefer one to the other.

What 1 have done is to indicate that some
questions need to be raised on both of them, and we
have proposed something different which 1 think deals
with those guestions.

MR. BERGIN: 1 have nothing further, Mr.
Chairman.

Heritage Reporting Corporation
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CHAIRMAN oMas: Thank you, Mr. Bergin.

Is there anyone else?

(No response.)

CHAIRMAN OMAS: Are there questions from the
bench?

(No response.)

CHAIRMAN omAs: There being no questions
from the bench, Mr. Keegan, would you like some time
with your witness?

Mr. KEEGAN: Yes, Mr. Chairman. May we have
five minutes?

CHAIRMAN oras:  Absolutely.

(Whereupon, a short recess was t ken.)

CHAIRMAN OMAS: Mr. Keegan?

MR. KEEGAN: Mr. Chairman, Time Warner has
no redirect.

CHAIRMAN OMAS: Thank you, Sir.

Mr. Mitchell, that complates your testimony
here today. We appreciate your appearance and your
contribution, and you are now excused.

THE WITNESS: Thank you,

(Witness excused.)

CHAIRMAN oMAs: Mr. Keegan, would you please
introduce your next witness?

MrR. KEEGAN: If we may have just a moment,

Heritage Reporting Corporation
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Mr. Chairman, to get organized?
(Pause.)
Mr. KEEGAN: Mr. Chairman, Time Warner, Inc.
calls Halstein Stralberg.
CHAIRMAN OMAS: Mr. Stralberg, please raise
your right hand.
Whereupon,
HALSTEIN STRALBERG
having been duly sworn, was called as a
witness and was examined and tascified as follows:
CHAIRMAN OMAS: Please be seated.
DIRECT EXAMINATION
(The document referred to was
marked for identification as
Exhibit No. TW-T-2.)
BY mMn. KEEGAN:

Q Mr. Stralberg, do you have before you two
copies of a document entitled Direct Testimony of
Halstein Stralberg on Behalf of Time Warner, Inc.?

A Yes, I do.

Q And 1s that marked for identification as

A Yes.
Q Was that testimony prepared by you?
A Yes.

Heritage Reporting Corporation
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Q And are there any changes or corrections
since 1ts original filing?

A Except that 1 have added a supplementary
statement on page 7 which calls attention to my
response to PCIR No. 18.

Q With that addition, would your testimony be
the same iIf you were giving it orally today?

A Yes, 1t would.

Q And are there any library references that
are associated with your testimony?

A Yes. Library refersncz No. 2 and No. 4,
TW-LR-2 and TW-LR-4.

The first one was Tiled at the same time as
my original testimony. TW-LR-4 was filed at the same
time as my response to POIR 18, and it"s referenced in
the supplementary statement that 1 just referred to.

MR, KEEGAN: Mr. chairman, 1 move that
TW-T-2 and Tw-Library Reference No. 2 and Library
Reference No. 4 be admitted into evidence.

CHAIRMAN OMAS: Is there any objection?

(No response.)

CHAIRMAN OMAS: Hearing none, Mr. Keegan,
would you please provide the reporter with two copies
of the corrected direct testimony of Mr. Stralberg?

That testimony is received Into evidence.
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However. as is our practice, it will not be
transcribed.
(The document referred to,
previously identified as
Exhibit No. TW-T-2, was
received In evidence.)

CHAIRMAN omMAs: Mr. Stralberg, have you had
an opportunity to =xamine the packet of designated
written cross-examination that was made available to
you this morning?

THE WITNESS: Yes, 1 have.

CHAIRMAN OMAS: If the questions contained
In that packet were posed to you today orally would
they be the same as those you previously provided iIn
writing?

THE WITNESS: There®s one small exception,
and 1 don"t really have a rewording, but In my answer
to POIR 19 on page 5 there i1s a footnote, No. 11,
where 1 say that 1 am not aware of any publications or
any comailers that can handle ncnmachinable flats.

I was made aware yesterday that Donnellsy 1S
preparing a comail line specifically for tabloid size
publications. My statement here i1s no longer exactly
true.

CHAIRMAN OMAS: Okay. Are there any

Heritage Reporting Corporation
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additional corrections or additions you"d like to make
to those answers?

THE WITNESS: No.
CHAIRMAN OMAS: There being none, Mr.
Keegan, again would you please provide two copies of
the corrected designated written cross-examination of
Witness Stralberg to the reporter?
That material is received into evidence and
IS to be transcribed into the record.
(The document referred to was
marked for identification as
Exhibit No. TW-T-2 and was

recaivaed In evidence.)
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 2006 Docket No. R2006-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF TIME WARNER INC.
WITNESS HALSTEIN STRALBERG

(TW-T-2)
Farty Interrogatones
American Business Media ABM/TW-T1-7-9 redirected to T2

MH/TW-T2-4, 6
McGraw-Hill Companies, Inc., The MH/TW-T2-1, 3-4, 6
Postal Rate Commission ABM/TW-T1-7-9 redirected to T2

MH/TW-T2-1-6

PRC/TW-POIR No.18 - Qa (part 2 of 2) redirected

to T2

USPS/TW-T2-1-18
PRCTTW-POIRNO. 19

United States Postal Service MH/TW-T2-1,4,6
USPS/TW-T2-1-G, 11-19

Respectfully submitted,

Nz b,
Steven W. Williams
Secretary
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TIME WARNER INC.
WITNESS HALSTEIN STRALBERG (T-2)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

. INTERROGATORY RESPONSES OF

interrogatory Designating Parties
ABM/TW-T1-7 redirected to T2 ABM, PRC
ABM/TW-T1-8 redirected to T2 ABM, PRC
ABM/TW-T1-9 redirected to T2 ABM, PRC

MH/TW-T2-1 McGraw-Hill. PRC. USPS
MHTW-T2-2 PRC
MH/TW-T2-3 McGraw-Hill, PRC
MH/TW-T2-4 ABM, McGraw-Hill, PRC.
USPS
MH/TW-T2-5 PRC
MH/TW-T2-6 ABM, McGraw-Hill, PRC.
USPS

PRCITW-POIR No.18 - Qa (part 2 of 2) redirected to T2 PRC
USPS/TW-T2-1 PRC. USPS
USPS/TW-T2-2 PRC. USPS
USPS/TW-T2-3 PRC. USPS

‘ USPSTTW-T2-4 PRC. USPS
USPS/TW-T2-5 PRC. USPS
USPS/TW-T2-6 PRC. USPS
USPS/TW-T2-7 PRC, USPS
USPS/TW-T2-8 PRC, USPS
USPS/TW-T2-9 PRC, USPS
USPS/TW-T2-10 PRC
USPS/TW-T2-11 PRC, USPS
USPS/TW-T2-12 PRC, USPS
USPS/TW-T2-13 PRC, USPS
USPS/TW-T2-14 PRC. USPS
USPS/TW-T2-15 PRC, USPS
USPS/TW-T2-16 PRC, USPS
USPS/TW-T2-17 PRC, USPS
USPS/TW-T2-18 PRC, USPS
USPS/TW-T2-19 PRC, USPS
PRCTTW-POIR NO. 19 PRC




Revised ABM/TW-T1-7
Paget o 1

REVISED RESPONSES OF TIME WARNER WITNESS STRALBERG (TW-T-2)
TO INTERROGATORIES OF AMERICAN BUSINESS MEDIA
REDIRECTED FROM WITNESS MITCHELL (TW-T-1)

ABM/TW-T1-7. Please describe in detail, and produce. ali siudies you or someone else
performed for or on behalf of Time Warner to detenmine the effect of your proposal on
Periodicals mailers.

RESPONSE: See my answers to ABM/ITW-T1-8 and 9, which include all the
publications on which | have analyzed to date the impact witness Mitchell's rale design
would have. Due to a shortage of lime. the only publicalions analyzed before the filing
d Mitchell's testimony were the six Transworld publications. owned by Time Inc.. and
Time magazine.
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Revised ABM/TW-T1-8
Page 1 of 4

ABM/TW-T1-8. Please provide information similar to that provided in Docket No. C2004-i
showing, for a recent and representative issue of each publication produced by Time Warner
(names may be coded), the approximate mailed circulation, the approximate mailed circulation in
its main file, the frequency, the percentage of the main file and the percentage of supplemental
mailings mailed in sacks, whether or not the publication is novs co-mailed or co-palletized. the
percentage of pieces sorted to carrier route, the percentage of nieces on 5-digit or carrier route

pallets, and postage per copy for the main file and for supplemental mailings at the present rates
and at the rates you propose.

RESPONSE: See Tables ABM/TW-T1-8a and 8b. The first table summarizes the
requested characteristics of the 42 Time Warner Periodicals|hat are distributed through
the mail in the United States. Table ABM/TW-T1-8b shows, for a recent sample issue
of each publication, and separately for the publication's main fileand its supplemental
mailings. the per-piece postage under current rates, the rates proposed by witness
Tang and the rates proposed by witness Mitchell.

Many of Time Warner's publications use comailing Or co-palletization for their
supplemental files. Some use comailing or co-palletization also for their main file.
Generally, when a mailing is comailed or co-palletized. the comailer (€.g. printer) keeps
(and does not release to individual participants) some ot the information (e.g., number
of bundles, sacks and pallets in the total mailing) that wouid be necessary to determine
postage for individual publications under the rates proposed by witness Mitchell or the
rates proposed by withess Tang in this docket. Consequently it was impossible to

provide all the requested information for the publicarions that do use cornailing or co-
palletization.

SUPPLEMENTAL RESPONSE (10126106):

My response to ABM/TW-T1-8, filed on October 3, 2006. provided Tables ABM/TW-T1-
8a and 8b. The latter table shows, for a recent sample issue of each publication
produced by Time Warner, and separately for the publication's main file and its
supplemental mailings, the per-piece postage under current rates, the rates proposed
by witness Tang, and the rates proposed by witness Mitchell.

I did not realize at the time that two of these publications. identified in the tables as

publications number 30 and 31, are co-palletized with each other; that is they are
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Revised ABM/TW-T1-8
Page 2 of 4

entered into the postal system on the same pallets. My initial calculations assumed that
each publication would pay for all the pallets used. when in fact those pallets would be
shared and the pallet charges included in withess Mitchell's rate proposal would
therefore also be shared between the two publicalions.

I have corrected my estimates for the two publications. The results are included in
Revised Table ABM/TW-T1-8b. In deriving my revised estimates, | have assumed that
each df the two publications would pay for the share of the pallet space that it uses.
This leads to a sharp drop in the estimated cost for Ihe smaller of the two publications
(publication number 31) and a smaller drop for publication number 30.

I have also revised slightly my estimates of the postage publications 30 and 31 would
pay under the rates proposed by witness Tang, because | assume that Tang's
proposed 85 cent container charge would also be shared between the two publications
according to how much of the pallets they use.

Under the corrections described above, the postage for publication 30 would increase
by 39.3% and for publication 31 by 24.3% under the rates proposed by Mitchell as
compared to current rates. That these increases stifl are much higher than the
Periodicals average is due to the fact that both publications exclusively use frm bundles
and that Mitchell's rate design sets the rate for firm 'bundles according to the way they
are handled by the Postal Service. namely as bundles that are sorted in bundle sorting

operations rather than as pieces sorted in piece sorting operations.
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Revised ABM/TW-T1-8
Page 3 of 4

1 e ABN "W-T1-£ Tir 1 Warner Publications Mailed In the United States

Fub | Mailed(] :ulation ‘req. % Pcs inSacks % Comad % Copal : % Carrier % on
No Jain file | Supple- ° i Roule 50
| Total daginFile | | | mental i . Pallels
1| 4154472 | 4154472 5 1.94% |  0.0093 0 00% 0.24%  89.40% 16.92%
2| 3133 | 3133235| 8| 1.29% | 0.00% 000% 061%: 88.61% 7.76%
3| 246134 | 246134 51 257% |  000% 0 00% 0.00%: 81.7M% 884%
4 48  1.33% 000% 000%  0.00%; 77.8% 3.3
5 o) 3-51%1 10000, 0 00% 0.00% , 47.00% 411%
6 12 3.59%| 10000% 0 00% 0.00% ! 69.67/%. 12.72%
7 13| 0.75% ' 10000% 000%  0.00%: 56.82% 378
8 12 1.52% | 24 60% 0 00% 0.00% l 57.08%0 2B30%
9 12| copal | copal 000%  6.8%: 56.04% copal
10 10| 10.03% 10000% 0 00% 0.00% P6I%  154%
11 10! 2.96% 100.00% 000%  0.00% 34.00% 0 7%
12 11 2.39% 10000% 000% 0.00% 2.01% O19%
13 10 7 12% 100.00% 0 00% 0 00% 21 50% 3429,
14 12 2.41% 5526% 0 00% 0 00% 52.8M% 753
15 9| cormail camal 495 00% 0 00% 6953 comai
16 10| cornail | cornail O5.00% 000%  £2.33% comal
17 10 2.15% | 100.00% 0.00% 0 00% 60.85% 0 00%
18 6| 10.42% | 100.00% 0.00% 0 00% 19.68% 382%
19 12 0.89% I7.31% 0.00% 0 00%. TA61% 42 34%
20 11 2.17% | comail . 1024% 0.00% ¢ 50.54% cornail
21 12| 12.72%| 100.00% - 0.00% 0.00% 7.2% 0.00%
2 10| 4.51% | cornail 3.04% 0.00% , 42.33% cornail
23 12| 448% | comaid 2.18% 0.00%: 54.72% cornalil
24 12| 10.23%| 100.00% 000%  0.00%: 14.52% 0.00%
) 8| 4.14%| cornail . 1220%  0.00% ! 27.20% cornail
26 7 7.90% | cornalil 23.63% 0.00% 41.29%  cornail
27 119561 116561 12 5.52% | 100.00% 0.00% 0.00% 8.-B% 0.00%
28| 1152016 1127345 1% | cornall cornail 98.29% 0.00% £5.21% | cornall
2| 2273015 20/6281 11| cornall cornail 84 12% 0.00% 64.41%| cornalil
30 11654 10654 2 8404 | 100.00% 0.00% 0.00% 53.81% 0.00%
3L 29056 29065 8 7.83% none 0.00% 0.00% 39.38% 0.00%
2 800011 7011 12 0.70% [ 100.00% 0.00% 0.00% 47 69% 0.00%
B| 1006601 | 1006601 10| cornail none 70.00%| 0.00% 54.93% | cornall
34| 1312064| 1259965 12| 247% | cornail 3.57% 0.00% 59.10% | cornail
PH| 268608 253103 12| 3.6~ | 100.00% 0.00% 0.00% 4.05%| 0.00%
HB| 1404607| 1283690 12 2284 59.87% 0.00% 0.00% 67.83%| ¥.79%
37 89035 81343 12| 551%| copal 0.00%| 8.6M% 1.00% | 0.00%
3 97668 65665 9| 12.0A| copal 0.00% | 22.77% 350% | 0.00%
D 51801 0321 12| 17.14% copal 0.00% 2.8 0.00% 0.00%
40 29355 28355 12| 76.0%| copal 0.00% 3.41% 0.00% | 0.00%
4 74175 57172 12| 14.5%%| copal 0.00% | 22.92% 1.8%| 0.00%
42 26208 24208 6| £3.49% copal 0.00% 7.63% 1.50%| 0.00%




Revised Tahle ABM/TW-T1-8b

Revised ABM/TW-T1-8

Page 4 of 4

(10/26/66)

T de ABM/TW '1-8b: Postage/Piece Under Diffe nt Rate Designs
IPub viain file ~ pplements
No. R2005-1 __Tang Mitchell ~ R2005-1 ~Tang Mitchell

1 $0.164 $0.186 $0.171 none none none

2 $0.164 $0.185 $0.171 none none none

3 $0.207 $0.232 | $0.222 none none none

4 $0.192 $0.215 $0.206 none none none

5 $0.302 $0.334 $0.331 $0482 $0.554 $0.532

6 $0.267 $0.295; $0289 50 461 $0.536 $0.533

7 $0.610 $0.650 ; $0.676 $0999 $1.147 $1.191

8 $0.505|  $0.541  $0.567 $0490  $0.534 $0.520

9 $0.204 copal copal $0.357  copal copal

10 $0.271 £0.301 $0.303 $0.509 §0.573 $0.519
11 $0.305 $0.335 $0.336 $0.525 $0.594 30 456
12 $0.282 $0.311 $0.317 $0.448 $0.518 $0.515
13 $0.412 $0.449 $0.462 $0.534 $0.615 $0 614
14 $0.316 $0.347 $0.347 $0.490 $0.550 $0 568
15 $0.302| cornail carnail ! $0.370 comail comail
16 $0.288| cornail comail . $0.300  cornail cornail
17 30.214 $0.240 $0.230 $0.370 $0.435 ; $0.423
18 $0.346 $0.381 $0.398 $0.567 $0.649 $0.636
19 $0.291 $0.319 $0.310 | $0.450 $0.510 $0.542
20 $0.234 $0.260 $0.255 . $0.224 | cornail cornail
2 $0.278 $0.310 $0.315 $0.402 $0.467 $0.442
22 $0.231 $0.258 $0.255, $0.297{ comail cornail
23 $0.235 $0.262 . $0.262 | $0.333i cornail |  cornalil
24 $0.278 $0.309 $0.313 1 $0.420 $0.487 $0.476
25 $0.285 cornail cornail | $0.284 cornail cornail
26 $0.257 $0.284 $0.281 $0204| comnail comail
27 $0.487 $0.535 $0.546 $0.809 $0.933 $0.864
28 $0.227 cornail cornail $0.256 cornail cornail
29 $0.266| comail comail $0.297 comail comail
30 $0.296 $0.326 $0.413 $0.479 $0.543 £0.449
3L $0.332 $0.362 $0.412 $0.510 $0.580 $0.490
32 $¢211 $0.235 $0.232 $0.341 $0.393 $0.407
3 $0.209| cornail comail none none none
4 $0.311 $0.339 $0.335 $0.310 comail cornail
3b $0.285 $0.315 $0.325 $0.475 $0.553 $0.536
36 $0.288 $0.317 .$0.308 £0.514 $0.579 $0.568
37 $0.437 $0.479 $0.501 n.a. copal copal
33 $0.386 $0.425 $0.438 n.a. copal copal
39 $0.466 $0.512 $0.522 n.a. copal copal
40 $0.388 $0.438 $0.446 n.a. copal copal
a1 $0.392 $0.435 $0.446 n.a. copal copal
42 $0.493 $0.556 $0.559 n.a. copal copal
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ABM/TW/T1-9
Page 1of 8

ABM/TW-TI-9. Please provide the results in terms of postage per COpY at present rates, postage per
copy at the rates you propose and percentage increase between present rates and those proposed rates for
the publications studied by USPS witness Tang in Docket No. (2004-1 and this ene.

RESPONSE:

It is not possible at this time to determine how the rates proposed by witness Mitchell in this
docket, or for that matter the rates proposed by witness Tang, would affect the 251
publications described by Tang in Docket No C2004-1. That is because the only mail
characteristics information currently available for those publications is that which applied when
the data was collected several years ago, prior to Tang's use of that data in her response to
POIR No. 2 in Docket No. C2004-1 (filed October 15. 2004).

As | pointed out in my Docket No. C2004-1 surrebuttal testimony (TW et al -RT-2 at 7-10 {Tr
5/1546-49]), many of the publications for which Tang provided data used sacks with very few
pieces in them ('skin sacks"). A rate structure that makes mailers pay the actual cost of the
sacks they are using would obviously lead to high rate increases for those that put only a lew
pieces in each sack.

Since May of this year, however. the Postal Service has required that all Periodicals sacks
contain at least 24 pieces. This means that all puklicztizns that used "skin sacks" when
Tang's data was collected must have a different mailing profile today. Not only must such
publications be using fewer sacks, but other changes must have happened as well, such as a
migration of bundles either to pallets or to sacks with a lawer level of presort than the sacks
they used to be in. This intum may have affected entry points. etc.

Under the existing rate design. publicationsthat use sacks would in many cases be required to
pay slightly more in postage because of the changes described above. Under a cost based
rate design such as that presented by witness Mitchell, many of the same publications would
experience postage reductions, in some cases dramatic reductions. Comparisons based on

older data are therefore essentially meaningless for the publications most affected by the 24
piece requirement.

| have, nevertheless, applied Mitchell's rates, proposed in this docket, to Tang's C2004-1
publication data, for those of Tang's publications whose average number of pieces per sack

was at least 24. That leaves out 42 publications, which because of their high use of skin
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sacks would have had to change their mailing practices significantly since Tang's data was

collected. The results for the remaining 209 publications are summarized in Table ABM/TW-
TI-9.'

The table contains two columns expressing percent raie differential. One shows how much
the rates proposed by Mitchell would raise or lower the postage for a publication if its mail
characteristics data were exactly the same as when Tang collected the data. The other shows
the percent difference between the postage under Mitcheli's proposed rates and the postage
under Tang's proposed rates, again assuming no change in mail characteristics. Table rows
are sorted according to the percent difference between postage under the Mitchell and Tang
proposals.

As can be seen, the main factor that differentiates the impact of the two rate proposals is flats
machinability, which is recognized as a cost driver in Mitchell's rates but not m Tang's. The

nine publications where the percent difference in postage is greatest are all non-machinable.

Inthe event that someone might attempt to verify the results presented in Table ABM/TW-T1-
9, | need to point out that | have corrected a mistake in witness Tang's “homework
assignment" spreadsheet. contained in LR-L-173 and previded, under protective conditions, in
response to a question posed by Chairman Omas at Tang's hearing. Among the 251
publications on which Tang provided data, 37 are identified as nonprofit. A nonprofit
publication is entitled to a five percent discount relative to the postage it would have paid as a
regular rate publication, except for the advertising pound rates. which by law must be the
same for nonprofit and regular rate publications. As can be verified by examining Tang's
spreadsheet, her formulas exaggerate considerably the nonprofit discount that most of her 37
nonprofits are entitled to, thereby understating the total postage they would pay. Without

correcting this mistake, a comparison with the correctly calculated postage under Mitchell's

' Note thal even publications with an average in excess of 24 pieces per sack may have had some sacks with
fewer than 24 pieces. It is therefore likely that many of the publications in the table that primarily use sacks would
do better under Mitchell's proposed rates than the table suggests.
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proposal would make his rates for nonprofit publications look less favorable relative to hers

than they really are.?

worksheet 'Summary' in her LR-L-173 spreadsheet. Examining the formulas used will show that she applies the
5% discount to a cosl figure which consists of: (1) the piece rates before subtracting any of the piece rate
discounts such as the editorial discount; (2) the advertising pound rates; and (3) her proposed container rate.

. 2 Tang's nonprofitdiscounts are calculated in column Q (for R2005-1 rates) and W (for her proposed rates) on
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Table ABM/TW-TE{-9: Impact of Mitchell's proposed Periodicals rates, versus current rates and thaose
priosed by Tang, for Teng's p | icatic s with more than 24 p_ ‘es per sack o
[ P'os _ cperpi. TW Rat_. Versus PPesy
ID % Cdiv | Lh/pe | Freq Size Density % 22005 | | Tang | TW R_lﬂfa_lk! Tang ; _Sack
PIL4E 98% | 0.229 6 | Large High M 1278 14310 N9 | -6.18%% | 1626% | 1423
PIHL33 62% | 0.247 | 12| Large High M 1300| 1527 | 1298 -0.19% | -1499% |  S0.5K
QHSTI 44% }: 0.080{ 50 | Small Low M 4001 4536 39.16| -231% | -1367% | NK00
QNs87 83% | 0.112| 22| Small | Low M 15.60 1 3987 | 34681 258% | (1303 19700
QHS68 76% { 0.126( 22 | Small Low M 3874 | 4053 3539 -098% | 1267 7160
OHS70 75% | 0.1231 23 | Small Low M 0656 | 4110} 3589 | -182% | 1 67| 14333
QHSES 95% { 0.148| 26| Small Low M Vied | 3584 | 3202 121% | 1067 i A8 S0
PIHMO3 54% | 0.567 6 | Medium | High M ITAK | 3007 2742 -061% | 0N, WM
PIHM74 59% | 0511 6 | Medium | High M 2491 2747 | 24R2| -044% | vesth | 4399
riLM49 62% | 0.595 4 | Medium | Low M 1595 | 5356| 48.82| 6.26% | hxse. | 64l
L1 61% i 0.427 | 12| Large High M 21.00 | 23261 21.21 L02% | & 782 ! 1477
QUS82 70%] 0.133} 48| Small LOW M 30.75| 4193 | 3825 | 410% ) KT e2N3
M9 62% [ 0.418 8 | Medium | Low hi 2087 2302 119 JA4%, ) N3AT, . 4SE
QsS85 43% ] 0.625 | 24} Small Low M 636 { 5197 | 47.75 299% L s B auil
QHSEY 47% | 0.346{ 365 | Small Low M 4243 | 18.49| 4456 502% N1Xa. il 70|
PILM39 75% | 0.625 8 | Medium | Low M 46,15 | 5206 | 47.91| 38%% T, UNES
QHSz6 100% | 0.09% | 12 | Small High M 2167 | 2327 | 2184 059 TS, m0SI
MO 57% | 0.556 6 | Medium | Low M 2541 27.93 15.91 1964, T, 160
PILM60 100% | 0.444 6 | Medium | LOV M 35.09 | 41.55| 3859 | 1000°% T  KO%Y
QHS64 92% | 0.630 | 22| Small Low M 4599 | S4.15| 5077 | 1038% 62% I
M20 58% | 0.544 9 | Medium | High M 2405 | 2646 | 2493 3E7% | ST, 4T 76
L9 57% | 0.531 8 | Large High M 2474 | 2729 | 2574 404% | S09% | 1407
PiHL34 77% | 0.225 6 | Large High M 1491| 1t6.89 | 1597 TATY% | -5 41% 4568
PIHLA46 86% | 0.232 12 | Large High M 1728 | 19.24 | IR27 5.73%  -S05% | 66 IS
PIHL1Y 50% | 0.627 | 42| Large High M 2888 | 3184 | 30.24 472% | -502% | 083
PIHL20 54% | 0.658 | 10| Large High M 2867 | 3147 | 2990 | 4.27% | -5.00% | 3594
PIHMS3 61% | 0.251 12 | Medium | High M 2174 | 2397 | 2283 503% | -1 77% x2 00
QHE72 40% | 1.732| 12| Small Low M 88.71 | t00.10 | 9547 762% | -4.62% | 3250
PILM33 100% | 1128 12 | Medium | Low M 51.57 | 5941 56.73| 1001%| -4.50% 35.31
PIHL29 55% | 0.544 | 11| Large High M 2546 | 2811 26.89 5.63% | -1.31% | 48.23
PIHMES 51% | 0.583 9 | Medium | High M 2540 | 2799 | 26.80 551% | -425% | 4122
PIHL27 70% | 0.906 | 12 | Large High NM 3474 | 37.80| 3626 437% | 4.07% | 2814
PEHLI7 55% | 0.637 | 10| Large High M 2836 | 31.15| 2993 554% | -391% | 32.59
PIHL47 55% | 0.659 12 | Large High M 2697 | 29.54| 2844 5.45% | -3.73% 4578
P1HMY93 50% | 0.449 6 | Medium | High M 2270 | 2520 | 24.29 7.02% | -3.61% 53.77
PLHL13 100% | 0.660 | 15| Large High M 2276 2429 | 23.51 3.30% | -3.20% | 27.19}
M19 51% | 0.581 9 | Medium | High M 26.13| 2875 | 27.85 6.58% | -3.14% 48.10
PIHMSB6 63% | 0251 | 12| Medium | High M 2748 | 3019 | 29.25 641% | -312% |  67.00
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QHS16
QHS63
QHS39

_ I| poset
D » Edit
(OHS99 67%
QHS30 59%
522 90%
PIHL32 93%
P IHL42 43%
PIIL23 44%
M5 2%
PIHL3I 74%
PIHM?3 | 57%
P1HL44 50%
QHS59 76%
PIHM92 |  58%
OHS56 71%
PIHLI2 50%
PILM36 60%
PLHM94 | 63%
PIHLA 71%
PIHLI6 60%
PILM26 | 100%

100%

39%

28%
LS 67%
PIHLA40 51%
PILM42 60%
L8 60%
QHS35 42%
PILM34 53%
s9 100%
PIHL38 59%
L6 64%
PILMS2 52%
PIHL30 50%
M3 50%
L4 50%
P1HL4S 60%
MI8 61%
QHS84 56%
PIHL5! 57%

Tahle ABM/TW-T1-9:

Ta

bipc.
0.330
0.200
0.06 |

0.248
0.595
0.983
1.996
0.194
0.468
0.464
0315
0.566
0.274
0.836
0.332
0.251

0314
1.187
0.321

0.057
0.714
0.128
0.278

0.507
0.353

0.591
0.298
0.637
0.197
0.467
0417
0.825

0.440
0.696
0410
0.375

0.414

0.489
0.334

Impact of Mitchell's proposed Periodicals rates, versus current rates arid those

,for Tang's | iblications with more than 24
Pos rperp

‘req | Size Density | fach [ 22005 1 anp
12 | Small Low M Jied d1L4
12 | Small High M 2140 2698
52 | Small High M 1418 1615
12 | Large High M 1703 15497
48 | Large High NM R 15432
12 | Largc High M LY T 45
6 | Mcdium | Low Nm uk W 1O 35
10 | Large Nigh NM IS tH} 2013
12 | Mcdium | High M 27 M98
12 | Large High M 24 X 27 40
24 | Small High M 021 2246
6 | Medium | High M 27.54 0.26
52 | Small High M 579 3036
12 | Large High M ST 3141
t¢ | Medium | Low NM 727 41 98
12 | Medium | MHigh A 23 ¥e 274
50 | Large High M ARIRY | A 71
12 | Largc High M 4530 | 49.01
10 | Medium | Low M 3049 3499
26 | Small High M 17.52 '8 7u
6 | Small Low M 53.52 61.25
17 | Small High M 24 37 18.67
10| Large High M 18.85 2110
6| Large High M 24.99 27.51
9 | Mcdium | Low M 23 57 2598
12 | Large High M 25.01 28.34
27| Small High M 21.44Q 2400
12| Medium| Low M 44.95 50.8¢
12 | Small Low M 35.50 4 1.77
8| Large High M 2378 26.11
12| Large High M 22.19 2458
12| Mcdium| Low M 42.97 48.95
10| Large High M 2471 | 2731
6| Medium| Low M 47.01 529
12| Large High M 25.52 28.3¢
t2| Large High M 23.5¢ 26.11
6| Medium| High M 22.81 2514
12| Small LOW M 37.54 42.45
24| Large| High M 26.71| 298¢

res o

W
40.38
26 29
15.75
18 89
34.32

35.74

07 61

19.78
24.59
27.04
22.17
29 87
20.98
3399
41 46
27.09
2545
JX.51
.66
I8 55
60.77
28.45
20.99
2731
25.83
28.18
23.87
50.62
41.64
26.06
24.48
48.86
27.28
52.85
28.33
26.08
25.14
42.56
29.96

sack (Continued)

TW Rales Versus ]

2005-1
13.31%
7.75%
1 1.06%
9.12%
8 3%
6.64%
9.47%
9.89%
8.32%
5.98%
9.70%
8.49%
16.23%
7.86%
11.25%
X oo,
v 17%
T7.09%
13.67%
5.81%
13.55%
Ih 75%
1 L06%
9.29%
9.56%
8.79%
11.52%
12.62%
17.29%
9.59%
19.31%
13.72%
10.41%
12.42%
10.96%
10.72%
10.23%
13.38%
12.17%

ang

2570.0
2.55%
2.52%
2
2,024
L%
1.77%
P 71%
56%
1.56%
i.32%
-} 3R

-1 27%

NIRELA
IR LI

S ERO,

1047,
P 02%,
95,
nxn,.
-1} 78%
-.76%%
-0.76%
-071%
-0.59%
-0.56%
-0.55%
-0.47%
03 1%
-0.28%
-0.28%
-0.26%
-0.18%
-0.15%
-0.11%
-0.09%
0.02%
0.25%
0.25%

Pes/

6l 47
47 813
vy 43
ivaz
37.70
RENR
55 3]
3T
A5 48
49 .14
KBRS
i S
AR

Jup iy

sanT kb

13l

Y

ALIAN

4705

132 _1°

LR
970
5084
4500
5101
4144
47 56
16849
35.50
4199
49.79
45.79
33.03
30.31
47.62
52.42
41.63
61.03
50.09
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'Fable ABM/TW-TI-9: 1mpact of Mitchell's proposed Periodicals rates, versus current rates and those

. fr posed!y Taag, for Tang's p iblications with more than 24 pieces persack {Continuec
T TW Rates Versus:

D % Edit | Lbipc | Freq | Size
S2l 35% | 0.127 12 } Small
S23 42% | 0.483 52 | Small
P LM44 52% | 0.602 6 [ Medium
PIHMT6 50% | 0445 12 | Medium
PLHL2S 64% | 0.824 12 | Large
PYHLILS 49% | 0.808 12 | Large
P1HM97 50% | 0.498 12 | Medium
QHS30 66% | 0.216 12 | Small
PTHL37 78% | 0.483 6 | Large
PIHM98 78% | 1.112 6 | Medium
PLHMES 57% | 0.31% 11 t Mcdium
M8 50% | 0.488 10 { Medium
PILLM55 50% | 0.401 6 | Medium
M17 50% | 0.491 12 | Medium
PIHMS2 41% | 0.782 26 { Medium
PILMAD 75% | 0.238 26 | Medium
PILM27 51% | 0.308 10 } Medium
PILM35 50% 1 0.365 6 | Medium
PILMA43 61% | 0.489 7 | Medium
L1 55% | 0.389 81 Large
S8 59% | 0.195 12 {1 Small
PIHLIE 45% { 0.358 51 { large
PILM22 45% | 0.503 13 | Medium
PILM28 59% { 0.725 4 | Medium
L2 85% 1 0.461 6 | Large
PILM23 57% | 0.793 12 1 Medium
PIHLS0 50% | 0.473 12 | Large
QHS90 63% | 0.556 12 | Small
QHS6S 5% { 0.951 52 | Small
PI1HL39 70%} 0.829 12 | Large
QHS73 100% | 0.227 6 | Small
PIHL28 51% | 0.583 12 | Large
QHSES 50% | 0.650 12 { Small
QHS32 §3% | 1.871 12 | Small
56 86% | 1.221 12| Small
PI1LMST 41% | 0.448 6 | Medium
QHS334 100% | 0.546 24} Small
M4 40% | 0.529 13 | Small
PIHM79 51% } 0.396 6 } Medium
PIHM63 50% | 0.923 12 | Medium
S10 97% | 0.110 26 | Small
PIHM70 47% { ©.894 12 | Medium
QHS75 77% | 0.453 6 | Small
PILMS59 | 47% | 0.437 12 | Medium

High
High
Low
High
High
Fhgh
High
Low
High
High
High
Low
low
High
High
Low
[ow
Low
LOW
LOw
Low
High
Low
Low
High
Low
High
Low
LOW
High
Low
High
Low
High
Low
Low
High
Low
High
High
Low
High
Low
Low

| Aach

==

=
LTZTZzTIz==ZIZZX

T TZTIIZIEEETIEZIZIZEIEIEEZESEIEIZEIZIZIZIZZ=ZEZIE=Z

Pust perjic ¢

R200S. 1
2008
34 04
Wi
MR
1ol
i} 15

he el

1242
M.
48 7:
3647
2753
16 x4
2949
32 44
W42
16.58
35.97
39 56
34.72
32.02
24.79
42.33
41.19
29.55
44.70
25.60
41.19
41 (4
33.56
28.23
29.23
45.14
70.66
5171
44.74
36.69
42.72
25.74
50.37
2411
43.26
36.28
39.69

lung
008
3x93
72.90
2983
34.30
16.29
3095
R4
3189
5138
[ 4212
30.43
41 69
3267
33.41
14.57
12,56
10.79
4538
39.23
37.40
27.55
48.33
4669
33.08
50.94
2849
47.50
1759
36.44
3339
32.18
52.18
82.57
60,82
52.60
3595
4818
28.91
56.36
28.04
48.10
42.39

|

W

3047
1908
33.03
2999
3452
36.53
36
3812
32.13
51.79
42.46
3064
42.06
32.96
3575
3492
43.01

45.92
3975
3700
27.95
49.02
47.37
331596
51.72
28.75
48.31
48.85
3701
34.00
32.77
53.1%
84.18
62.01
53.65
36.69
49 81
29.53
57.58
28.68
49.20
43.39

4558 |

41.25

46.61 !

L2005 |
F5.69%
14.62%

9.72%
['1.35%,
923%
10. 1 8%
11.21%
18.19%
| 1.58%
13.26%
17.71%
11.47%
P4 18%
I1.78%
9. 19%
14.78%
17.56%
14 66%
|6.08%
14.47%
18.38%
12.72%
15.80%
15.00%
13.59%
15.71%
12.29%
17.29%
19.02%
10.57%
20.43%
12.13%
17.81%
19.14%
19.92%
19.93%
19.56%
16.59%
14.70%
14.31%
18.95%
13.75%
19.58%
17.58%

dang
0.29%
0.38%,
040%
0.54%
0 63%
0.67%
0 H7%
0.74%,
0789,
0.8090
0.51%
1.85%
OR7%
0.91%
1 96H%, |
162%
104%,
I ira
1 2{1%,
1.31%
| 33%
[.42%
1.42%,
1.44%
|.46%
1.53%
1.62%
1.71%
1.78%
|.83%
1.84%
| B5%
1.92%
1.94%
1.96%
2.01%
2.05%
2.10%
2.12%
2.16%
2.30%
2.30%
2.36%

2.40% |

5500
1032
4223
3635
RN
362
1 46
A8 10
) 11
W07
A5 e
271
S0
36 iy
T

5342

RERUT

TR
BRI S

A

ST %3
3913
4389
4224
52.30
32.4%
3470
39.35
38.54
2936
47.11
43.62
34.20
24.14
27.61
41.37
4435
41.77
46.54
36.78
64.24
39.56
38.96
42.56

5
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Tahle ABM/TW-T1-9: impact of Mitchell's proposed Periodicals r;tes“.: versus currenf rates and those 7

pr poser: yTan ,fo Tang's pablicatior s with more than 14 picces per sack (Continued)
j PPostape por piece TW Rates Versus: Pess

1} % Edit L bipc | ‘req | 3ize | Density | Aach | R2S-t ! Tung | TW | R2005-1 | Tang | Sach
M7 61% | ).649 4| Medium | Low | M VIS0 v TEL 660 | 12.62% | 242% | 3245
PILM37 68% | 14771 12| Jedium | Low M TOS | 42581 4364 ITB0% | 249% | 4w
QHS94 46% | 1387 [ 10 { small Low M 37530 42931 4401 17.26% | 252% ] 4554
PIHIL24 72% | 1.699 6| .arge High M wos | a1es | 3ar0 !l 1246% | 253 des
PIHMS9 | 100% | 1202 6 { Medium { High M MATT22a5 0 23030 1279% 1 200% SN
Q1829 94% | 1.246 4§ 3mall lligh M Moo n372 0 25371 1485% 1 lor. o
PHHIM?2 42% 1 3363 12| Medivm | High Mi o W% 3L 4240 ] 1656% ) 263 Pooax s
513 100% | 1.075 12 | Small High i Y L wds| 27271 2080% | 270% 0 SuNs
PIHLM2) 65% | 1.793 6 ] Medium | Low M a1es! nel| 48001 1527% 1 28,1 374N
PYLMS3 70% 1 411 6 | vedium | Low hi ‘l 11875 10 3422 16.54% 1 292, ; 47 64
PIEMT? 54% | 1.580 | 12| Medium | High M V0% 3670 | 3780 1426% | Tonts ! d02
PILM30 44% | ).434 3] Medium | Low M Wey | IR 3523 [480% | 307% 1 437%
1.3 75% { 3.470| 121§ large High M W6 Usl 32521 1deets ] e, apes
QHS74 84% | 0.592 6| Small Low Mi 35841 173 4304 | 2007% 0 S03".. 3N
PILMSI 47% | 0.309 4 | Medium | Low M WYL HHAE] 42761 1908% 1 3. 1
QHS50 100% | 3.320 | 25| | Small High M REJRT IS A 091, BTenT, 3 ou, B
QHS25 44% | 0.196 | 52| Small High NM IN23 ] 20881 205x i K40, e, e
PILM47 81% { D297 6 { Medium | Law M MU 2529 2606 lewrr, o Va2 s s
QHS69 34% j 0201 | 12| Small Low M WS | WA% T 32a1 0 [Re8"s 0 A, a6
PIHMB80 72% | 0238 52| Medium | High M 20301 2744 R0, 16EG L a9a b
PIHM10 i ,
0 86% | 2309 6 | Medium | High M 6624 | 7375 | 7639 15.32% ’ AV
PILMS0 77% | D.628 6 | Medium | Low M 3705 | 4207 | 44370 GT8S% 1 X TSOG 0 48 s
QHs42 66% | 0526 10| Small | High M 3590 | 414 | 4303 | 1987% | 7%3% | N
P1HM66 88% | 0.389 [ 12 | Medium { High M w2e | 32| 33070 a7see ) 303t enos
QHS54 100% | 0175 | 36| Small High M 2076 | 2332 2426 \ 16.84% | 401% | 60 21
PLHMS1 60% { 0.412{ 12 | Mediun; | High M 30.0¢ ] 35053 36.61) 17.93% | 417% | 677
PILM48 89% | 0.310 4 | Medium | Low M 2871 | 3301 | 34.39| 19.76%| 4.18% ] 5195
M2 100% | 0.574 | 12 | Medium | High M J82¢ ) 31641 32981 1681% | 426% | 763
s7 100% | 0.107 6 { Small Low M 256t | 30531 3186 ! 24.08% | 4.35% | 4347
QHS67 87% | 0.465 € | Small LOwW M 334¢ | 39.00 | 4070 | 21.63% | 4.36% | 40.40
S24 33% | 1.200 | 365 { Small High NM 438¢ § 4942 | 5159 17.64% | 4.39% | 2523
QHS97 66% | ©0.274 | 13 | Small Low M 32170 3705 | 3870 | 2042% | 445% | 4553
P1HL43 62% | 0.191 | 51| Large | High M 2331 | 2687 | 2702 1593% | 4.46% | 3128
P1HMS84 92% | 0.363 e | Medium | High M 269 | 30.33| 3171 | 17.66% | 455% | 544h
QHS83 100% | 0455 4 1 Small Low M 32.7¢ | 3016 | 40.94) 24.87% ! 4.56% | 3509
QHS47 70% | 0258 | 11| Small High M 27.7¢ | 3236 | 33.85| 218Ps| 461% | 4286
MIS 51% | 0.758 { 12 | Mediun | High M 44701 4972 | 5203 | 1631% | 4.63% ) 28.03
PILM46 50% | 0.307 ¢ | Mediun | Low M 34.2¢ § 3936 | 4124 2044% | 4.79% | 44383
QHS31 99% | 0.770 | 5% | Small High M 343 | 3950 ] 4146 | 20.78% | 4.96% | 46.7%
M6 45% | 1.195 4 | Mediun | Low NM S6.1( | 6247 | 65.65| 17.02% | 5.09% ] 32.07
PIHL49 73% | 0.200 ] 2¢ | Large High M 238 | 2650 | 27.85| 1687% ; 5.09% 81.37
P1HMB89 49% | 0.358| 12 | Mediun | High M 3411 | 3003 ) 4104 § 2020% | 5.17% | 43.60
QHS77 80% | 0.188| 1: | Small |Low M 264: | 3053 | 3217 | 2167% ] 536% | 4891
QHS96 100%3 0662] 12| smal | iow M| 328 | 3826{ 4033| 22.79% | 5.39% | _ 3856
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‘able ABM/TW-T1-9: Impact of Mitchell's proposed Periedicals rates, versus current rates and those

~__piy posed | rTan for |ang's p |blicatio | with morethan 24 pieces pe ack (Cc  inued
Postage per p TW Rate  /ersus: Pcs/

| eEdit [ bpe Density | fach | R2005.1 | tung | [W__ | 2005.1 | lang | Sack
PINMOG 57% | 11.339 12 | Medium | High M 2R AT | 3384 19.59% 5.43% | 4741
QUHSe 28% | 0.120 4 | Small Low M 130 W28 | 4140 24.00% 547% | 41.24
OHS4R 99% | 0.672 52 | Small High M | ULRR 054 | 3855 20.93% | 5.49% | 4041
PILMS0 1% | 0.235 25 | Medium | Low M T4y vaa | 1321 21.07% 5.64% | 54.01
QHE53 100% | 0.520 12 | Small High M 2% 21 i2.34 | 34.17 21.11% 5.67% | 3975
PYHMTE 52% | 0.623 12 | Medium | High M 1701 1724 | 45137 22.58% S04% | 37.90
I [H{Mh7 85% | 0.341 12 | Medium | High N'M 20l 7714 | 20.43 19.61% 6, 10% | 52.03
MHMG62 94% | 0.228 52 | Medium | High M 120X 32| 27.97 21.75% 62R8% | 49 84
PH.MdAI 80% | 0.245 52 | Medium | Low M 2o 1424 | 36.46 23.83% 6.34% | 74
(NR27 79% | 0.242 6 | Small High M TR0 O3 6| 3423 23.12% 6 45% | 47.65
QHS44 63% | 0.282 53 | Small High NM D291 403 | 27.7) 20.96% 6 d5% | 3603
54 100% | ©.357 4 | Small Low M IR0 3274 3493 24.33% 6 55% | 4097
Pii.mM24 95% | 0.154 8 | Medium | Low M 2506 MaM | 31.44 25 46% 6.64% | 4323
PILM2Y 95% | 0.154 8 | Medium | L.ow M J5Ch | 2948 | 3144 25.46% 6 63% | 4323
PILM38 95% | 0.154 6 | Mcdium | Low hi JS06 | 2948 | 3 44 25.406% 6% 432
PYLMS4 95% | 0.154 6 | Medium | LONV ™ 2506 | 2948 | 31.44 25 4n%, fr 4% 1321
QIiS55 100% | 0.080 26 | Small High M 1798 | a5 [ 2184 21 50% 6 70%% 8524
PILM3] 78% | 0.245 52 | Medium | Low hi Wi | 3541 [ 37 %6 25.41% ot oy
PILM32 100% | 0.533 13 | Medium | Low M 3h44 | 36600 | 3013 24 36% T AL S I 5
PIHME] 95% | 0.244 6 | Medium | High M 3223 | 2524 27.01 21 d8% HUYs. 17096
S15 97% | 0.389 52 | Small Low M 2745 3155 3375 22 96% 700% | 9 36
QHS44 61% | 0.101 52 | Small High M 2167 | 2584 17.71 22.24% 723%% | 4273
PILM38 91% | 0.135 20 | Medium | Low M 2336 | 27.12] 2913 24.68% 7.43% | 4884
P1HM69 76% | ¢.309 12 | Medium | High M 2750 | ¥1.55 | 33.92 23.34% 1.52% | 45.16
L7 60% | 1.481 12 | Large High NM 5060 | 5441 | 58.58 15.76% 7558% | 1420
M2 96% | D383 6 | Medium | Low M I5.88 | 13.42 | 35.96 24 .54% 7.60% | 1559
M13 62% | G.184 12 | Medium ] High M 23.41 | 2660 | 2873 22.73% B.04% | 2983
S16 41% | 0.282 52 | Small High M 2438 | 2852 31.04 27.32% 8.83% | 3509
PIHMES 100% | 0.093 12 | Medium | High M 2028 | 2433 | 26.55 24.77% 9011% | 59.24
(QHSS58 100% | 0.456 52 | Small High M 26.51| 30.79 | 33.86 27.57% 89.95% | 31.03
QHS57 50% | 0.145 52 | Small High M 2386 | 27.87 | 30.96 29.76% | 1L.10% | 39.57
519 75% | 0.150 52 | Small High M 19.61 | 22.57 | 25.13 28.10% | 11.32% | 49.04
P1HM7S 100%| 1.717 {3 | Medium | High NM 51.47 | 5877 | 66.33 28.87% | 12.87% | 34.91
Ml4 41% | 0.980 15 | Medium | High NM 49.77 | 5540 | 62.72 26.03% 13.21% | 41.0%
S17 98% | C.450 52 | Small Low M 208% | 3574 40.5¢ 35.98% | 13.48% | 27.93
QHS578 99% | 1.251 i6 | Small Low NM 46.20| 54.13| 61.53 33.24% | 13.72% | 33.05
MI 100% | 0.452 13 | Medium | Low NM 29.81 | 3451 39.93 32.95% 15.71% | 43.89
PIHMG4 80%]| 0.790 12 | Medium | High NM 35.76 | 40.22 | 46.54 30.14% | 15.71% | 38.06
QHS4} 100%| 0.251 54 | Small High NM 27.86 | 33.24 | 38.67 38.83% | 16.36% | 24.15
PIHM6R 70% | 0.611 18 | Medium | High NM 3702 | 4185 4882 31.90% [ 16.69% | 43.4
PIHMSE? 61% | 0.504 12 | Medium | High NM 3623 41.02| 48.3% 33.50% 17.92% | 4178
M1l 85% | 0.396 12 | Medium | High NM 28.96 | 32.37| 38.7: 33.70% 19.63%| 57.02
P1HMO9G 100% | 0.383 4 | Medium | High NM 25.50 | 28.98 | 35.1% 37.84% | 21.29% | 42535
QHS66 80%]| 0.167 ="5%§ Small Low. NM 31.42 | 36.76 | 46.2: 47.12% | 25.73% | 98.59
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MH/TW-T2-1
Page 1of 2

RESPONSE OF WITNESS HALSTEIN STRALEERG TO INTERROGATORY OF
MCGRAW-HILL COMPANIES

MH/TW-T2-1 With respect to your testimony at page 36 line |S through page 3X line 17:

(a) Please confirm that in this case you estimate unit container COSts that are some 78%
higher. in the case of sacks, than you had estimated in Docket No. C2004-1, and some
69% higher in the case o f5-digit pallets. Ifyou do not confirm, please explain fully.

(b) Please confinn that these higher unit container cost estimates are largely based on a
special “web-based survey” conducted by the Postal Service during this case for the
purpose of estimating, for each container type, presort level and entry point type. the
number o f facilities that a container will pass through. If you do not conform, please
explain fully.

(c) Please explain fully the extent to which the special web-based survey may or may not
be reliable. in your view, and the extent to which you believe it to be statistically valid or

invalid.
MH/TW-T2-1
a Not confirmed. Regarding 5-digit pallets, the percent increase you indicate

applies to 5-digit pallets entered at the originating SCF. However, relatively few 5-digit
pallets are entered at the originating SCF. For 5-digit pallets entered at the destinating
SCF, for example, my current estimate is 5.87% higher than my C2004-1 estimate. For

5-digit pallets entered at the destinating ADC the increase is 56%.

In the case of sacks, the part of my testimony that you refer to indicates that the most
expensive sack category (carrier routes sacks entered at the originating SCF) costs
$6.23 according to my current model. The equivaient cost estimate in my C2004-1
model was $2.44. which indicates a 155% increase. Note, however, that neither that
percentage, nor the one you suggest, applies to all sacks. For example, in the case of
mixed ADC sacks entered at the originating SCF (a sack category used extensively by
very small publications), the increase is 14.9%.

b Use of the web-based survey increased the estimated costs of containers
entered far from their destination, not of dropshipped containers. It is not the only
reason for higher costs.
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As pointed out in my testimony, at 36, the mail processing TYO8 wage rate is 23%
higher than the corresponding TY03 rate underlying my C2004-1 estimates. That is

one major factor contributing to the generally higher container costs.

Please note also that in this case, as in Docket No. C2004-1, the results | present have
been subject to a CRA adjustment, i.e., a comparison with CRA mail processing costs
actually attributed to Outside County Periodicals. In this docket, the CRA adjustment
indicated that the CRA costs of nandling bundles and containers (excluding piece

sorting) were 95.1% of my modceted costs. | consequently reduced the modeled costs
by a factor of 0.951.

c. The results of the web based survey were provided by the Postal Service, to
which inquiries about its reliability would have to be directed. Note, however, as
explained in my testimony, at 37-38, that because the Postal Service indicated, in
response to a Time Warner interrogatory. that there had been few samples of pallets
entered at the originating BMC arid those results therefore might not be reliable, 1did
not use its OBMC estimates
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF
MCGRAW-HILL COMPANIES

MH/TW-T2-2. With respect to your testimony at page 8 lines 12-16 that “Mr. Glick and [ had
noticed many of the same problems with the Miller model” and “{oJur ideas for correcting those
problems converge in some cases and differ in others,” please specify all issues in this case on
which you have taken an approach that differed from the approach of Mr. Glick, and summarize
the differing approaches to each such issue.

MH/TW-T2-2. For a full description of the issues addressed by Mr. Glick and the

positions he takes on those Issues, please read his testimony and interrogatory
responses in this docket.

While laddress issues not addressed by Mr. Glick and vice versa, we both address the

following shortcomings in witness Miller‘s Periodicals flats mail flow model:

(1)  the failure to account for the substantial volume of flats that are diverted to
manual sorting, even in facilities equipped with machines that could have
been used to sort them:

(2) atoo narrowlydefined CRA adjustment and

(3) the failure to recognize flats preparation costs as important for the correct

determination of cost differentials between rate categories.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF
MCGRAW-HILL COMPANIES

MH/TW-T2-3. With respect to your testimony at page 37 lines 1-3, expressing concern that in
your view, the Postal Service in this case is "proposing to weaken and even eliminate some of the
existing dropship discounts,” please specify each element of the rate design and rates proposed
by the Postal Service in this case that in your view weakens or eliminates existing dropship
discounts, and specify each element of that rate design and those rates that in your view
strengthens or adds to the number of dropship discounts.

MH/TW-T2-3. The Postal Service proposes to eliminate the extra one cent per
piece discount for pallets that are dropshipped. That particular discount. introduced in
Docket R2001-1, has in my opinion been a major factor in encouraging increased

dropshipping by many Periodica's mailers in recent years.

Additionally. the Postal Service is proposing to eliminate the special co-palletization
discounts. 1don't know how much dropshipping those discounts have generated, but
clearly it is some.

On the other hand, the Posta! Service is proposing to include in the pound rates some
dropship incentives for editorial matter.

Note that | am not opposed to replacing the per-piece based incentives mentioned

above with more cost based incentives. such as those proposed by witness Mitchell.

Nor am lopposed to the changes proposed for the editorial pound rates.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF
MCGRAW-HILL COMPANIES

MH/TW-T2-4 With respect to your testimony at page 31 lines 7-16: (a) Please explain why, in
your view, skin sacks would decline from approximately 50 million to 32 million in the 2004-
2005 time period; (b) Please explain why, in your view, the volume of Outside-County
Periodicals sacks would decline from 84 million to 67 million over the 2004-2005 time period.

MH/TW-T2-4

a There could be several reasons. The extensive use of skin sacks was in my
opinion a bad habit that had developed over many years, sometimes even encouraged
by Postal Service officials who could think of no other way to respond to complaints
about poor service and whose culture often is not to think about costs, at least not
Periodicals costs. In Docket No. C2004-1 the costs that this habit imposed on the
Periodicals class were .highlighted. As was also pointed out in that docket, the habit of
using skin sacks is one that is very easy to change; in fact it can often be changed by
changing a single parameter in whatever fulfillment program a publication uses. See
Docket No. C2004-1, Surrebuttal Testimony of James O'Brien (TW et al.-RT-1) at 8 (Tr.

5/1432). Additionally, not using skin sacks reduces the costs of mail preparation by the
printer.

It is not unreasonable to think that the bad publicity skin sacks received in Docket
C2004-1, and the subsequent announcement by the Postal Service that it would
prohibit them, may have motivated many mailers to reduce or eliminate their use of skin
sacks long before the regulation elimineting skin sacks took effect. That infact was the
case with many of Time Warner's publications.

h Again, there could be several reasons. One obvious reason is that there
appears to have been an increase in the volume that is palletized. Since there is less
volume in sacks one would expect fewer sacks. Additionally, the reduction in skin

sacks means that there are more pieces per sack and therefore fewer sacks.

As to why palletization has increased, | believe it could be a combination of the pallet

discounts in effect since R20@1-1, which the Postal Service now proposes to eliminate,
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the copalletizationdiscounts that were added later, also now proposed to be eliminated,
and increased availability of cornailing and copalletization services from printers and

consolidators.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF
MCGRAW-HILL COMPANIES

MH/TW-T2-5 With respect to your testimony at page 29 lines 20-27, please state whether you
calculated container, bundle and piece volumes on a test-year after-rates basis, and if so, please
provide the calculations and volumes, and if not, please explain why such after-rates volumes
were not estimated and presented in your testimony.

MH/TW-T2-5.. My task in this case was to provide test year before rates volume
estimates of all relevant categories of pieces, bundles, sacks and pallets, along with
unit mail processing costs, which were then used as input to witness Mitchell’s rate

design.

See, however. the responses by myseif and witness Mitchell to POIR 18, filed October
17.2006.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF
MCGRAW-HILL COMPANIES

MH/TW-T2-6.1n response to ABM/TW-T1-8, you state that it was not possible to provide rate
impacet information for Time Warner publications that are co-mailed or copalletized because the
printer does not release necessary data to the participants.

(a) Please state whether Time Warner asked its printer(s) of co-mailed or copalletized
publications to release the information so that this analysis could be performed and/or
asked the other participants in the programs to agree to the release of the information for
this purpose.

(b) Since Time Warner is apparently unable to assess the impact of its proposal on even
its own co-mailed or co-palletized publications, is it possible for Time Warner to
calculate the impact on other co-.mailedor co-palletized publications? 1 fso, how?

(c) Please provide any suggestion you might have as to how the Commission can assess
the impact of Tim Warner's proposed rates on co-mailed and co-palletized publications?

MH/TW-T2-6.

a. Time Warner became aware during Docket NO. C2004-1 that it was the policy of
printers who offer comailing and/or co-palletizing. in order to protect the confidentiality
of their clients, not to release data for mailings that include periodicals from more than
one publisher. Early in this docket, Time Warner was informed by another party that
had made efforts to secure data (or, alternatively, to arrange for a neutral third party to
analyze data] for co-mailed and co-palletized publications, that the policy of the printers
had not changed. However, after receiving this interrogatory Time Warner contacted
the printer that currently performs all comailing of Time Warner publications, as well as
the company that co-palletizes some of its publications, in order to see if some method
could be worked out that would protect the privacy of publishers but that would permit
an assessment of the impact of proposed rates on cornailed and co-palletized
publications. The printer is developing the ability to analyze the impact of Time
Warner’s proposed rates on comailed pools as well as individual members of comailed

pools. The co-palletizer is working on developing a similar capability.

b. It is not yet possible for Time Warner to calculate the impact of proposed rates
on the comailed or co-palletized publications of other publishers. Time Warner is

working with a software developer to be able to simulate the impact of Time Warner's
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proposed rates as well as the Postal Service's proposed rates for any group of
publications defined by their address lists, both when the publications are comailed,
when they are co-palletized and when they are mailed individually. For the reasons
stated in part c below, however, there is no reason to suppose that the impact of Time
Warner's proposed rates on comailed and co-palletized publicationswould be anything

but favorable.

C. Comailing and copalletization means that publications share some resources.
Consequently they will use fewer resources in total than if they were mailed individually.
Since Time Warner's proposed rates are based on charging for each resource used by
each mailing, it follows that these rates will be favorable for comailed publications. See

also my answers to parts a and b above.
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Stralberg Responseto POIR 18

Item a, part 2 of 2
Page 1of 9

RESPONSE OF WITNESS HALSTEIN STRALBERG {TW-T2) TO POIR 18 a (part 2 of 2)

POLR 18 Please refer to Time Warner witness Mitchell's workpaper 'Wp Mitchell-3F-
D6.xls,” worksheet ‘tybr-4.

(@) Please provide billing determinants and estimates of test year after-rates volumes and
revenues for each of the rate categories (existing and new) proposed. Provide them
separately for Regular Rate, Nonprofit, and Classroom Periodicals.

Response:

a. In the following luse the term ‘former subclass' to refer to either Regular Rate.
Nonprofit or Classroom Periodicals. My part in responding to POIR 18 was to develop
test year before rates (TYBR) billing determinants for each former subclass, similar to
those presented for the Outside County subclass in Exhibit B of my direct testimony
(Tw-T-2).

As explained in my testimony, the billing determinant volume data presented in my
Exhibit B and used in witness Mitchell's workpaper were developed mostly from a series
of Excel tables filed by witness Loetscher as part of his responses to interrogatories
TW/USPS-T28-1-11. Those tables were developed from the data collection.described
in LR-L-91.

Information on whether publications were Regular Rate, Nonprofit or Classroom was
collected as part of the LR-L-91 effort. However, the relevant tables provided by
Loetscher are not broken down by the former subclasses. The billing determinants |
provided to Mitchell were developed only for the Outside County subclass. In
responding to the POIR 18 request to provide separate billing determinants for the

former subclasses, Iconsideredtwo options:

(1) Request that the Postal Service provide separate LR-L-91 based tables
for each former subclass. similar to the Loetscher tables referred to above.
While it is possible that this approach might have given the most accurate
results, 1 could have no certainty about when @ whether the data would become

available. 1 was also concemed that the LR-L-91 data might not include




Stralberg Responseto POIR 18

Item a, part 2 of 2
Page 2 of 9

sufficient samples to provide accurate details on Classroom and perhaps not
even on Nonprofit publications.'

(2) Distribute the piece, bundle. sack and pallet counts already generated for
the Outside County subclass among the former subclasses by extrapolating
known information, including the Postal Service's FY2005 billing determinants
and information from earlier dockets. While this approach necessarily requires a
number of assumptions. | concluded it could be carried out in a way that would
reflect the most important characteristics that distinguish the former subclasses
from one another. Such characteristics include the higher level of presort and
higher number of pieces per bundle for nonprofit publications, which would
cause them to incur fewer piece related and bundle related charges under the
rates proposed by Mitchell.

1 have carried out the second approach. The TYBR volumes of pieces, bundles, sacks
and pallets. corresponding to those in Exhibit B of my testimony but separate for each
former subclass, are presentedin a series of tables at the end of this response. They
were provided to witness Mitchell, who used them in the new version of his rate design
spreadsheet and computed the corresponding after rates volumes. See Mitchell's
response to this POIR and library reference TW-LR-5.

The remainder of this response describes the methodology by which I carried out the
second approach. The actual calculations are shown in a spreadsheet provided as
library reference TW-LR-4.

' The relevant Loelscher tables thal would have had lo be provided in expanded form are the tables
numbered9, 13 and 14 in his responses|o TW/USPS-T28-1-11. Loetscher's tables are also broken down

by publications circulalion size. and Ihal breakdown would not be necessary forthe purposes discussed
here.

10559




Stralberg Response to POIR 18

Item a, part 2 of 2
Page 3 0f9

A PieceVolumes

For each former subclass, | extracted from the Postal Service's FY2005 billing

determinants the base year volume {excluding auto letters) in each of the following rate
categories

(1)  basic non-auto;
(2)  3-digit non-auto;
(3)  5-digit non-auto;
(4) carrier route;

(5) basic auto;

(6)  3-digit auto; and
(7)  5-digit auto.

For each rate category. | determined the percentage that each former subclass
contributes to the Outside County totals.

I then staited with a table, generared from Loetscher's table 9 and representing the
base year version of Table B3 in my direct testimony, containing base year piece
volumes for outside county non-letters. Each cell in that table is associated with exactly
one of the seven rate categories listed above. | created three new tables, in similar
format, by multiplying each cell in the original table with the percentage that each

former subclass contributes to the rate category corresponding to the given cell.

Each of the new tables, representing base year Regular Rate. Nonprofitand Classroom
non-letter volumes, was then modified, first by applying the appropriate BY to TYBR
volume ratio, then by the transformation described in my testimony to simulate
migration due to the 24-piece sack minimum.’

2 See TW-T-2 at 29-34 and Ex. B. To carry out the procedure described above | first made small
adjustments. as shown in TW LR-4, to the eslimates derived from Loetscher's tables so that the Oulside
County volume with carrier route presort would match exactly that in the billing determinants and so that
the volume of each auto presort category would match that in the billing determinants minusthe auto letter
volumes. The resulting surplus volumes in the three nowauto. non-carrier route categories constitute my
estimates of non-auto letter volumes in each subclass. which lalso providedto witness Mitchell.
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8. Bundle Volumes

In the Time Warner et al. Complaint case (Docket No. C2004-1) Ideveloped estimates
of pieces per bundle for each combination of bundle presort level, container type and
container presort, based on the Postal Service's R2000-1 mail characteristics survey. |
extrapolated those results to include similar estimates for Classroom publications. The
results indicated that in almost all cases, the average number of pieces per bundle for
Nonprofit publications was significantly higher than the corresponding number for
regular rate. This would indicate lhat in a rate structure that includes per-bundle
charges, such as that proposed by witness Mitchellin this docket, nonprofit publications
would on the average incur fewer bundle charges for a given number of pieces.

I assumed that a similar relationship would apply today3 To develop a complete
estimate of bundle volumes for each o the former subclasses in the current case. |

employed the following procedure, tor each combination of bundle presort. container
type, container presortand former subclass.

First. 1 developed a preliminary estimate of the number of bundles in each cell by
dividing the number of pieces in that cell (as developed by the procedure described in
part A above) by the complaint case estimate of pieces per bundle. |then divided the
current Outside County estimate of bundles in the given cell by the sum of the
preliminary estimates in that cell for the former subclasses. That factor was then
applied to adjust the bundle volume estimate for each former subclass, for the given
combination of bundle presort, container type and container presort.

C. CONTAINER VOLUMES

My direct testimony describes how | developed a test year profile of the numbers of

sacks and pallets, per entry point and container presort level, while maintaining

3 It is likely Ihat Nonprofit pubhications will always have a higher average number of pieces per bundle,
since heavier Regular rale publications often face weight limits on bundle size, and may alse face
limitations because of the Postal Service's complex regulations meant to reduce the incidence of bundle
breakage.
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consistency with witness Tang's estimate of the total number of sacks and pallets in the

test year.

In order to develop a test year container profile .for each of the former subclasses of

Outside County Periodicals, I first developed profiles for each subclass of the number of
containers by container type and container presort. In a subsequent step | added the

breakdown by entry point for each subclass.

To accomplish the first step | made use of the following information:

(1)

()
(3)

(4)

estimates of the number of pieces per former subclass, container type and

container presort level, as developed in the Complaint case;

similar estimates for TY08, developed as described in Section A above;

estimates of the number of sacks and pallets. by container presort level and

former subclass. as developed inthe Complaint case: and

estimates of the number of TY08 Outside County sacks and pallets. by

container presort level, developed as described in my direct testimony.

The calculations performed can be seen from the spreadsheet formulas in TW LR-4.

The results of this step are shown in the table below.

Table POIR18-1: Estimated Number of Test Year Containers By Subclass
Type Presort Reqular Rate Nonprofit Classroom Total
Sacks MADC 3,604,035 488,157 49,99 4,342,183

ADC 7972972 1,107,074 101,852 9,181,897
3-D/SCF 21,279,353 2,550,272 266,539 24,096,164
54 3,770187 819,740 36,467 4,626,394
5d CR 1,600,202 499.698 12,227 2,112,127
CR 1,311,325 389,920 12,256 2,313,500
Pallels | ADC 707,105 71,236 6.136 784478
3.0/SCF 2,077,144 249,867 14576 2,341 687
5-Digit 548,309 152,251 4,015 704575

The next step was to develop entry point estimates for each volume in the above table.

10562




Stralberg Responseto POIR 18

Itema, pari2 of2
Page 6 of 9

| broke this step into two parts. First, for each cell in the table. | estimated the number
of containers that are dropshipped f{i.e., entered at the DADC or closer) and not
dropshipped (entered at the DBMC. OBMC, OAOC or OSCF). For this purpose | made
use d the information on dropshipping of sacks and pallets that can be extracted from
existing billing determinants.* The details of these calculations are shown in TW LR-4.

Finally, having determined the number of containers of a given type, presort and former
subclass thal would be dropshipped in the test year, | assumed for the sake of
simplicity (lacking more detailed information) that the percent going to each dropship
entry (DDU, DSCF or DADC) would be the same for each former subclass as for the
combined Outside County subclass. Similarly, for the sacks and pallets that are not
dropshipped. | assumed that ihetr distribution between DBMC, OBMC. OADC and

OSCF entry is the same for eachk former subclass as for Outside County as a whole.

The tables on the following pages are those | provided to witness Mitchell to enable his
response lo this POIR

* For example. current billing determinants for each subclass indicate the number of pieces receiving the
destination pallet discount and (he non-destination pallet discount. from which one can determine the
percent of palietized pieces |hat is dropshipped and nondropshipped. Similarly, the number of pieces
receiving the DDU. DSCF or DADC dropship discounts. minus the number of pieces receiving the
destination pallet discount. must be the number of pieces in dropshipped sacks, etc. This informationis
used in combinationwith the volumes in Exhibit B of my testimany of the total number of dropshippedand
nondropshipped sacks and pallets. to estimate haw many sacks or pallets at a given presort level and in
each subdass are respectively dropshippeder not dropshipped
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Test Year BR Volumes of 1is Fl. by | &Pi  Ct teristi
) Regubr Nonprofit Classroom OC total
MADC NBC/MNM 1,663,501 263.608 31,672 1,958,782
NBUM 14,279,222 2,262,772 271,868 16,813,861
BCMM 2573274 447.815 23.654 3,044,744
BUM 8,061,484 1,402,904 74.104 5,538,492
ADC NBCINM 9.173554 1,453,697 174.659 10,801,910
NBC/M 38,948 589 6,172,029 741,557 45,862 176
BC/NM 21,032,501 3,660,191 193,338 24,886,030
BCM 102,345 033 17,810,645 940.790 121,096,468
3d NBUNM 57.527.670 8,640.578 1,786 967 67,955,215
NBCM 125,356,363 18.951.778 3714418 148,022 558
BCINM 169,485,605 28,001,877 1,958,454 199,445 936
BC/M 731,584,545 120,870,091 8,453,667 860,908,303
5d NBC/NM 73,249,391 17,180,215 1,100,066 91,629,673
NBUM 124,849 192 28.918.719 1,893,885 155,761,795
BCINM 346 488,732 70,157.891 2,839,421 419,486,044
aCM 1,728,622 559 350.218.229 14,173,988 2,094,014,776
CR NM 352.438.397 128.315,980 2,669,532 483,423,909
M 2,520,647,235 917.718.736 f9.092.55 1 3.457,458,523
Fiem NM 4,203,641 566,134 80.035 4,949,810
M 12,852,074 2,036,617 244,696 15,133,387
Total Flats: 6,446,582 563 1,725,150,508 60,459,321 8,232,192,392

Estimated Test Year BR Non-~ Auto Letters By Subclass
Presort | Reqular Nonprofit Classroom Total:
Basic: 13.069.766 2,133,670 256,304 15,459,740
3-D 4.435.286 678.867 152,705 5.266.858
50 7,315,330 1,753,119 _ 96,843 8,865,292
Total: 24,520,282 4,565 656 505,852 29.,591.890
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Stralberg Responseto POIR 18
Iltema, part 2 of 2

Page 9o0f 9
Regular Rate Sack & Pallet Counts By Entry Point & Container Presort (TY08 BR)
Conlainer | Entry Point

Type | Presort | DDU DSCF OADC | DBMC| OBMC |OADC | OSCF/OAQ
Sacks | MADC 8113 | 271616 | 1.870,524 1,653,783
ADC 820322 | $8.825 | 1742882 | 2973719 3.455,682
3-DISCF 3,533,942 | 1,235,072 | 56,821 747,863 | 7,538.914 | 7,166,741
5 142925 | 1,414,128 428603 | 12.186 83,400 | 1,147,291 541.645
5-d CR 20.375 609.332 76007 | 4495| 278669| 257366 353.957
CR 77.842 | 1,072,088 284765 | 6,746 | 112218| 224,394 133,21
Pallels { ADC 353828 4,608 4253 |  173.969 170,447
3-D/SCF 1,394,581 262,380 | 11.804 7,849 207185 193.345
5-Diait 1876 | 489,621 37972 565 84 8.457

Nonpt Sack & Pallet Counts By Entry Point & Container Presort (TY08 BR)
‘ Container Entry Point

Type | Presort | ODU DSCF [pADC [ DBMC| oBMC JOABC | oscrioao
Sacks | MADC I | 1047 ] 34855 240037 212.223
| ADC 71892 | 1574 103100{ 430378 500.131
3-DISCF 140,997 49,2771 8,122| 249841 1,077,617 1,024,418
5d 20,804 205,835 62,386 | 3,624 24806 341,202 161,084
5d CR 5,039 150,689 18,797 | 1,634 101,305 93,560 128,674
CR 13,962 192,294 51,076 | 1877 31,217 62,421 37.073
Pallets [ ADC 27,939 565 521 21,321 20,890
3-DISCF 164,114 30,877 | 1,542 1,025 27,059 25,251
5-Digit 497 129,690 10,058 | 360 54 6,203 5,389

Classroom Sack & Pallet Counts By Entrv Point & Container Presort (TY08 BR)

Conlainer Eatry Pgint

Type | Presod | DDU | DSCF DADC OBMC] OBMC |OADC | OSCFIOAO

Sacks | MADC 107 3560 24581 ' 21733
ADC 1149| 153]  10029| 41867 12,340
3.DISCF 5,733 2004 | 534| 27398| 118174 110,418
5-d 154 462 59 1604| 23068 4,611
5d CR 17 497 62 3,630
CR 48 662 i76] 161, 2677|5353 3.179

Pallels | ADC 2251 51 47 1913 1875
3-DISCF 8.954 1685 111 74 1941 1812
5-Digit 10 2559 198| 37 6 645 560
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USPS/TW-T2-1
Page 1of 1

RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-1. . Please refer to your Autobiographical Sketch at page 2, lines 16 to 21,
where you discuss your visits to Postal Service mail processing facilities. Please indicate the
postal field observations that you have conducted over the past five years, includingthe facility
observed, the operations observed, and the approximate date in which the observations were
made.

USPSTW-T2-1. My most recent visit to a Postal Service mail processing facility was

in September 2005, to the Carol Stream IL plant. The main purpose was to observe

bundle sorting operations, particuiarly the use of the APPS machine in that facility.

In February 2004 1 visited the Morgan P&DC in New York. 1 mostly observed Tour 1

flats processing and the 035 mail prep operation.

In February 2003 1 visited four mail processing plants as member of a joint
USPSHindustry team to evaluate the feasibility of the concept of "node-based presort."
The facilities visited were the DV Daniels NJ. Queens NY and Carol Stream IL ADC’s
and the Palatine IL SCF. Operalions observed included AFSM-100. UFSM-1000 and
manual flats sorting operations as well as mechanized and manual bundle sorting and
bundle prep operations.

Prior to that, my records indicate that | visited the Santa Ana CA processing facility in
June 2001 and the Long Beach CA facility in May 2001. Both visits focused on flats
operations, particularly the AFSM-100.
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} USPSITW-T2-2
Page 1lof 2

'~ RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-2, . Please refer to page 11 of your testimony, where you discuss the 035
operation.

(@) On lines 8 to 9, you state, "But according to my calculations, only about 37.2% of
Outside County flats encounter the 035 pool." Please explain your derivation of this
estimate.

(b) On lines 12 to 13, you state, "Under this approach, very little of the 035 costs are
attributed to carrier route presorted flats, since few of them encounter the 035 operation.”
Please estimate the percentage of carrier route flats that incur 035 costs in your model and
explain the derivationof your estimate.

(c) On lines 13 to 15, you state, "Also, few non-machinable flats are likely to incur 035
costs, which helps reduce the cost differential between machinable and non-machinable
flats." Please estimate the percentage of non-machinable flats that incur 035 costs in your
model and explain the derivation of your estimate.

USPS/TW-T2-2.

s

a. The formula that calculates the waverage percent of Outside County flats
encountering the 035 pool is in cell ‘CRA ADJ UNIT COSTS'1024 in spreadsheet
FlatsModel.xls in TW LR-2. Itis a weighted average of he percentages calculated for
the seven presori/auto rate categories. Those estimates are in cells O17:023 on the
same worksheet. They are obtained from the worksheets containing the "model" for
each rate category. For example, worksheet ‘50 NONAUTO MODEL' provides the
information regarding 5-digit nonauto flats, etc.

Each of these seven model worksheets represents the flow of 10,000 pieces in the
given rate category through AFSM-100, UFSM-1000 and manual flats sorting
operations. On each sheet, cell R48 represents the number of pieces (out of 10,000)
that are first sent to an AFSM-100 machine. Cell S48 similarly represents the number
of pieces sent first to a UFSM-1000 machine and cell T48 the pieces that go directly to
manual sorting. As explained in my testimony, lassume that only the pieces that are to
be sorted on a machine will be subject to flats preparation. Dividing the sum of cells
R48 and S48 on a given model worksheet by 10,000 gives the fraction of that rate

category that receives 035 type preparation.
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USPS/TW-T2-2

Page 2 of 2

b. 1.68%. as shown in cell ‘CRA ADJ UNIT COSTS1020 in spreadsheet

FlatsModel.xls in TW LR-2. See part a of this interrogatory for an explanation of the
methodology used.

fol I did not need to determine this percentage for the purposes of my testimony.
However, it is easy to develop such an estimate using the same technique and
assumptions as those described in part a above for all flats. | get an average of
18.74%. Note, however, that for non-machinable flats with 3-digit or basic presort, the
percentage is much higher. My estimate is based on the assumption that non-
machinable flats will incur 035 costs if and only if they are sent to a UFSM-1000

machine for sorting, whether or not they are subsequently diverted to a manual sorting
operation.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-3. In your testimony from page 9, line 21, to page 10, line 3, you state, "The
equivalent operation to the part of the 035 that involves removal of bundling material is typically
performed by a manual sorting clerk and is incorporated in the recorded productivity rates for
manual flat sorting."

(a) Assuming that your statement is true, please confirm that the manual flat sorting
productivity figures would contain some costs {(e.g., bundle opening costs) that would be
incurred by flats that are only sorted manually, but which would not be incurred by flats
that are processed in manual operations after being rejected by flat sorting machines. 1f
you do not confirm, please explain.

(b) Did you make any attempt to modify the manual flat sorting productivity figures used
to sort flat sorting machine rejects? If not, why not?

USPS/TW-T2-3.

a. Absent an actual studv of this matter. I think it is better t0 not draw any
conclusion as to whether what you suggest is true or not. Furthermore, Itend lo believe
the Postal Service has performed no such study.

Let me try to rephrase what i believe you are asking. Given: (1) bundled flats, still
wrapped in the mailer prepared bundling material; and (2) miscellaneous {oose flats ina
flats tub from an AFSM-100 reject bin, which group of flats would a manual sorting clerk
find easiest to sort?

In fact. one can make arguments both ways. On the one hand, when the sorting clerk
picks up a mailer prepared flats bundle. he must of course remove the bundling
material, or at least some of it, before he can start to distribute the individual flats. But
once he has done that. he has a handful of flats of identical size and shape, with
identical orientation and address labels that are in the same position on each flat. The

flats may even be in ZIP code sequence which would further facilitate sorting them.

When the same clerk picks up a handful of flats from the tub that came from the reject
bin, he does not have any bundling material to remove. But the flats he is holding in his
hand are likely to be of different sizes and thicknesses. making them more difficult to

handle, and have address labels in different positions and with different orientations,
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Page 2 of 2
making them more difficult to distribute, as he may need to reorient individual flats in

order to read the addresses

The question of which is fastest overall is somewhat similar to the question discussed in
my response to USPS/TW-T2-4, namely whether bundled carrier route sorted flats are
faster or slower for a carrier to sequence than unbundled flats that have come from
previous sorting operations. In that case, IOCS data have repeatedly shown that the
bundled flats are TaSter to sort. While withholding final judgment, I am inclined to

believe the same may be true at upstream manual flats sorting operations.

b No, because there does not appear to exist any empirical data On which to base
such an adjustment, and because ltend to believe that the cost differential might just

as well swing in the opposite direction from what your question appears to suggest.
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Page 1 of 2

RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T24. In your testimony on page 9, lines 12 to 14, you describe tasks associated
with operation 035. On lines 1§ to 19 of that same page you state, *'Carrier route bundles and
bundles of flats that will be sorted manually bypass that operation."

(a) Please confirm that the costs for some "prep" tasks that you described for non-carricr
route flats would be incurred for carrier route presort flats when those bundles are
processed by carriers at delivery units. If you do not confirm, please explain.

(b) Please confirm that the test year aggregate carrier wage rate is higher than the test year
"other mail processing" wage rate for clerks/maithandlers. If you do not confirm, please

explain.
USPS/TW-T2-4
a. I can confirm that it is my understanding that carrier route flats bundles are

broken by carriers, not by mail processing personnel. In fact, this is also stated in
footnote 6 in my testimony.

b. | think that depends on whether by *carrier” you refer to city carriers only, or
whether you also include rural carriers. Inany case, this is completely irrelevant to the
guestion of how one should allocate mail processing costs among different categories
of flats. The Periodicals rate design presented by witness Tang, and the alternative
rate designs presented in this docket by witnesses Mitchell (TW-T-1} and Glick (MPA-T-
2). all apportion mail processing costs among rate elements based on mail flow model
results, while they rely on IOCS and carrier data to apportion delivery costs.

For example, in this docket, Tang's rate design uses per-piece delivery costs of 7.077
cents per piece for non-saturation carrier route presorted flats and 9.259 cents per
piece for non-carrier route flats. She obtains those costs from witness Kelly. The cost
differential. as | understand it, is based on IOCS Segment 6 costs for carrier route and
other flats. Note that the carrier route costs include the costs of breaking bundles but
are still lower overall. This has consistently been the case for many years. In other
words. despite the extra time it takes to remove the bundling material on carrier route
bundles, sequencing them in the carrier's case is still faster overall. | believe some.of
the reasons for this may be similar to those Idescribed in my response to the preceding
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Page 2 of 2

. interrogatory with regard to sorting in upstream operations. Another factor is that flats

in carrier route bundles are required to be in carrier walk sequence, which makes
sequencing them faster.’

' There may be yet another reason, which | became aware of some years ago when observing carrier
operations at a DDU. A carrier told me that after sequencing the same flats week after week and month
after month. he ended up rememberingwho on his route were receiving different magazines. so that when

for example distributing a bundle of Time magazine he would know even before looking at the addresses
where each copy should go.




} USPS/TW-T2-5
> A _ Page 1of 2

RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE -

UNITED STATES POSTAL SERVICE

USPS/TW-T2-5. In your testimony on pages 10 and || you propose a method *‘to distribute
flats preparation costs in the 035 cost pool among rate categories."

(a) Please refer to witness McCrery's testimony, USPS-T-42, page 16, lines 28- 31, where
he makes the following statement concerning the Automation induction (Al) modification
to the AFSM100: "Thus, it is anticipated that a total 0351 operation AFSM {00s will be
retrofitted with the Al system. Deployment of Phase 2 is anticipated to begin in January
2007 and end in August 2007." Please also refer to his testimony on page 15, lines 8to 9,
where he states in reference to the AFSM 100, "Currently, there are 534 machines in use."
Please confirm that by TY 2008, 66 percent of the AFSM100s (351/534) will have been
retrofitted with the Al system. If you do not confirm, please explain.

(b) Please refer to Docket No. R2005-1, USPS-LR-K-45, pages |1 to 16, which describe
the Al system. Please also refer to witness Miller's testimony in Docket No. R2005-1,
USPS-T-19, page 5, lines 12 to 14, where he states, "The Al system involves the
relocation of the flats mail prep operation (operation 035) tx an area directly adjacent to
the AFSM 104, Flat mail will be unbundled and loaded into containersthat will be placed
on conveyors, which will route the mail to one of three feed modules. The Al system will
not impact the AFSM 100 staffing requirement, but will result in reductions in clerk work
hours, & all employees will be mail handlers. Furthermore, reductions in operation 035
work hours are expected.” Did you attempt to make any adjustment to the iFLATPRP
cost pool 10 reflect 035 work hour reductions due to Al modifications? If not, why not?

USPSTW-T2-5.

a | confirm your quote to McCrery's testimony and that 351/534 is approximately
66 percent.

b. Let me first point out that the fact that part of the 035 operation B being moved
closer to the AFSM-100 confirms the conclusion | presented in my testimony, namely
that the 035 costs are being incurred to facilitate the loading of flats into the flats sorting
machines, that the operation would not exist if all flats were being sorted manually, and
that these costs therefore should be attributed to the flats that receive machine sorting,
not to the flats that are sorted manually or bypass sorting altogether. It i therefore
inappropriate to characterize such costs as "fixed," as witness Miller does, since the
costs are very much affected by presorting as well as by flats machinability.

Second, according t0 LR-L-49. the FY06 and FYOQ7 cost reductions expected from Al
deployment add up to $80.516 million. But the base year cost d the 035 operation.

10574




USPS/TW-T2-5
Page 2 of 2

according to Van-Ty-Smith's testimony, is $254.106 million (USPS costing, not
including piggyback costs). So even if all the Al related savings are applied to the 035
pool, most of those costs will still remain. Additionally, it is my understanding that some
flats preparation costs are incurred not in the 035 cost pool but various other pooals,
such as opening units. And some Al related reductions in mail processing personnel
costs are likely to be offset by higher piggyback costs (e.g.. maintenance costs, capital
costs) when the strictly manual 035 operation is replaced by a very high-tech operation

such as the Al system.

Third, while witness Miller may have testified that the Al will not affect AFSM-100
staffing requirements. which would imply that all the ¢cost reductionswill be to 035 costs.
that is not consistent with the description in LR-K-45, to which you refer. Infact, page
15 of that document describes reductionsin AFSM-100 staffing requirements as well as
savings in flats preparation costs. This must mean that only a portion and not all of the
$80 million cost reductions referred to above will be applied to the flats preparation
pool.

Finally, with regard to the magnitude of the flats preparation costs in the test year, |
simply used the Postal Service's (witness Smiths) estimate. The Postal Service's
estimates of test year costs per cost pool are presumably adjusted for projected cost
reductions as well as inflationary effects. If the Postal Service has a better estimate 0F
what flats preparation costs for Periodicals flats will be in the test year, it should have
presented that estimate in its filing, rather than the one actually presented by witness
Smith.'

' lunderstand that the Postal Service's roll-forwardmethodology may not always assign savings expected
from a given cost reduction initiative precisely in the right proportion to the pools where the savings
actually will occur. But the fact is lhat the Postal Service's filing in this case includes many different
inilialives that if successful will reduce the costs in many different’pools.” Inthe absence of any more
specific information, Ibelieve it is most appropriate to use the forecasted test year costs in each pool for
the purpose of distributingmail processing cosls among rate categories.

It is possible that the processof assigning test year costs per cost pool has creditedto other pools savings
(related to Al deployment) that in fact will occur inthe 035 pool. But itis equally possible that parts of the
savings from other initiatives. that will reduce the costs in other pools. may have been credited to the flats
preparationpooi.
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RE PON E OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-6. In your testimony on page 12, lines 15 to 17, you state, "Yet [witness]
McCrery confirms that, in reality, about 44.7% of all non-carrier route flats are sorted manually
in the incoming secondary."

(a) Have you evaluated the empirical basis for that estimate? I1fyou have, please discuss
your understanding of the empirical basis for the estimate.

(b) Please confirm that the estimate represents some non-carrier-route flats mail types,
such as First-class Mail single-piece flats and Periodicals In-County flats, which are not
modeled in USPS-LR-L-43. If you do not confirm, please explain.

USPS/TW-T2-6

a. The empirical basis for the 44.7% estimate was given by McCrery ifn his
response to MPA/USPS-T42-1:

"In FY 2005, 44.7% of incoming secondary flats were finalized in manual
operations in the field. The percentage is derived from flat volume of
13,188,243,000 pieces that received manual incoming secondary distribution in
the field out of 29,501,658,000 total incoming secondary flat volumes. Source:
MODS and FLASH reports.'

In other words, MODS and the FLASH reports quoted by McCrery are the empirical
basis for his answer. 1don't know in which sense you would have expected me to
"evaluate" this empirical basis, but I can offer the following, which might at least be seen
as atest of reasonableness.

Assume that it is true that there were 29.5 billion flats requiring incoming secondary
flats sorting in FY2005. According to the MODS data provided by witness Bozzo, the
counts of total pieces handled (TPH) at AFSM-100 and UFSM incoming secondary and
box section operations totaled 16.269 billion. Subtracting that from 29.502 billion gives
13.233 billion, or a little more than the 13.188 billion McCrery says were finalized
manually.'

' See Response of United States Postal Service Witness Bozzo |0 interrogatory of Time Warner Inc.
{TwfUsps-T11-1b-c), Redirected from Witness Van-Ty-Smith (June 15.2006).
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| am not really familiar with the FLASH reports, but | understand they provide the Postal
Service with a way of assessing volumes processed in its delivery units as well as the

plants. Since Ido not have the FLASH report data | obviously cannot ‘evaluate” it.

The other part of McCrery’s answer for which one might seek independent verification is
whether there really were 29.5 billion flats receiving incoming secondary sorting in
FY2005. The Standard model in LR-L-43 shows a little over 14 billion Standard regular
flats. The remaining 15 billion must then come from all other subclasses combined. |

find this reasonable, but | obviously cannot provide a complete verification.

b it 15 my understanding that McCrery's estimate refers to all flats that receive
incoming secondary sorting, whether or not those flats are modeled in LR-L-43.
However, the dominant flats category is Standard flats. As mentioned above, there are
a little over 14 billion non-carrier route Standard flats, all of which do require incoming
secondary flats sorting. Standard flats are less likely than Periodicals flats to be sent to
manual incoming secondary sorting because (lfDey are more likely to be machinable,
and (2) there is not the same service issue which often causes Periodicals and First
Class flats to be sentto manual sorting. f Standard flats cannot be machine sorted on
the night they arrive, due to time or capacity constraints, they will simply be held till the
following day and sorted then, while Periodicals flats in the same situation are more
likely to be sorted manually.

| have performed a further test to verify the reasonablenessof my assumptions. Letus
assume again that, as McCrery indicates, there were 29.5 billion flats requiring
incoming secondary sorting in FY2005. From the FY2005 billing determinants, there
were 4.527 billion non-carrier route Periodicals. Subtracting the roughly 108 million that
were letter shaped, | estimated that Periodicals flats must be about 15.24% of all the
flats that require incoming secondary distribution. Assuming some breakage of carrier
route bundles, the percentage could be a little larger.

If it could be shown that about 15 or 16 percent of the flats receiving incoming
secondary sorting on AFSM or UFSM machines are Periodicals, then it would mean

that Periodicals are about as likely as average flats to be machine sorted in the
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incoming secondary. It would also mean that they have an average chance of being

diverted to manual sorting. i.e., about 44.7% according to McCrery. if, on the other

hand, fewer than 15% of AFSM/AJFSM sorted flats are Periodicals, that would mean

Periodicals flats are more likely than the average (i.e., more than 44.7%) to be manually
sorted.

As a rough test | obtained a count of those direct IOCS tallies in the AFSM cost pool
whose MODS numbers correspond to incoming secondary or box section operations.
Table 1 shows the count of these tallies by subclass.

Table 1: AFSM Incoming Secondary Tallies By Subclass 1

Subclass FY2005 tallies Percent

| Return receipt 1 0.04%
First Class 690 29.75%
Periodicals 343 : 14.79%
Standard ECR 49 211%
Standard Regular 1162 50.11%
International 5 0.22%
Priority 13 0.56%
Parcel Post i 5 0.22%
Media mail 2 0.09%
BPM 19 0.82%
USPS 28 1.21%
Free for the blind 2 . 0.09%

Tolat 2319 100.00%

If there is a direct correspondence between direct tallies and volume sorted, then the
table would indicate that there were slightly fewer Periodicals flats sorted on the
machines than expected based on Periodicals' share of the total flats volume. Inother
words, slightly more than 44.7% of Periodicals flats receive manual incoming
secondary.?

In reality, however. productivity rates are not the same for all flats. If Periodicals flats,

due to their higher weight, are sorted with lower productivity, as t tend to assume, then

% I performed a similar test for incoming secondary sorting on the UFSM-1000 machines. In that case.
Periodicals accounted lor 17.3% of the direct tallies. But given that less than one billion flats received
incoming secondary on UFSM-1000 machines. versus over 15 billion of AFSM-100. it remains true that
Periodicalsflats receive less incorning secondary machine sorting than their volume would indicate.
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fewer Periodicals flats would have been sorted by machine, and therefore more by
hand, than the percentagesin the above table indicate.

In any case, it is clear that Periodicals flats are at least as likely as the average flat to
receive manual incoming secondary sorting. i.e., at least 44.7%.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-7. In your testimony on page 13, lines 15to 18, you state, "For each flat that
would be flowed, based on all the model's other decision rules, to an incoming secondary sorting
by a machine, | assume that it has an 85% change of actually being machine sorted, while the
remaining 15% will be manually sorted.” Refer also to your testimony on lines 23 and 24 of that
page. Please confirm that the sole reason you set the figures at those levels was in order to
achieve a model result in which the percentage of non-carrier route flats receiving manual
incoming secondary sorts would be 40%, rather than the lower figurein witness Miller's model.
Ifyou do not confirm, please provide all other reasons why you set the figures at those levels.

USPS/TW-T2-7. I arranged the model in such a way that the 85% figure can readily

be changed. The Commission may for example conclude that it believes the Postal
Service will be able to reduce the percent of Periodicals flats that receive manual
incoming secondary sort further, i which case it can adjust the 85% accordingly. Note,
however, that even if the percentage is set to 100, my model will show 29.9% of
incoming flats secondary sorting being done manually. Furthermore, 100% is not a
realistic assumption, because a certain portion of flats go to low-volume zones with only

a few carrier routes and for such zones incoming secondary is always done manually.
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RESPONSE OF WITNESS HAI.STEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-8.  Inyour testimony on page 13, lines 15 to 18, you state, ""Foreach flat that
would be flowed, based on all the model's other decision rules, to an incoming secondary sorting
by a machine, 1 assume that it has an 85% change of actually being machine sorted, while the
remaining 15% will be manually sorted."

(a) Please confirm that witness Miller discussed the reasons why his model did not
include incoming secondary factors in his responses to MPA/USPS-T20-1(¢),
MPA/USPS-T20-5, and TW/USPS-T20-11. If you do not confirm, please explain.

(b) Did you make an attempt to analyze whether the reasons provided by witness Miller in
his responses to the interrogatories mentioned in part (a) were valid or invalid? If so,
please provide that analysis and discuss your conclusions. If not, why not?

PS/TW-T2-8.
a Confirmed

h Yes, | did analyze Miller's 'reasons.” expressed in various interrogatory
responses. Miller makes the case that his R2001-1 model was in need of updating, that
mail processing flows are more complex than before and that he did not have perfect
data. But he does not, in my opinion, provide any justification for the modeling
approach he chose in this docket. namely to pretend that Periodicals flats are always
sorted by machine, subject only to coverage constraints. With the modeling
assumptions he chose, his Standard model shows 85% of Standard regular (Non-ECR)
fiats and 80% of Periodicals non-carrier route flats being finalized by machine in the
incoming secondary sort. Response to TW/USPS-T20-10: Tr. 281. That would only be
possible if no flats were ever diverted to manual sorting due to capacity limits or service
concerns. and if the facilities that have flats sorting machines always used them to sort

to even very small zones with just a few carrier routes. That is not a realistic scenario.

Given a modeling task where the available data are not perfect (they hardly ever are),
someone charged with producing a mail flow model to be used as a guide for rate
setting still has an obligation to sirive to find the best solution possible with the available
data. The Postal Service witnesses who produce such models always rely on some

unverified assumptions and on some old data that are unlikely to remain completely
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accurate. In this case, Miller's stumbling block appears to have been that although he

knew many flats are sorted manually that in theory could have been sorted by machine,

he did not know the exact percentage that applies to Periodicals flats, nor the precise

percentage that applies to Standard. He chose not to even try to produce an accurate

model, assuming instead all such flats are sorted by machine. even though that is
impossible.

In his response to MPA/USP5-T20-1(e), Miller cited four reasons, some of which he
elaborated on in the later responsesyou refer to. to justify his modelingapproach in this
docket, particularly the elimination of any 'incoming secondary factors.” Witness Glick
(MPA-T-2) has offered comments on the same four "reasons"” in response to a similar
interrogatory.  While 1 generally concur with Glick's responses, some additional
comments are offered below.

Reason 1: Miller"did not have sulficient data." From his later comments it appears that

what he means is that he did net know the precise percentage of Periodicalsflats that
receive manual incoming secondary. When confronted with the 44.7% average for all
flats that had been calculated by McCrery, Miller argued that he could not use that

information since he did not know the percentage that would apply to Periodicals.

But what Miller seems to be saying is that knowing the average was 44.7% for all flats,
but not having any class specific information. he chose to believe it was 20% for
Periodicals flats and 15% for Standard regular, the two categories that together make

up almost two thirds df the total non-carrier flats volume.

It would have made more sense for Miller, lacking any other information, to assume that
the system wide average of 44.7% appliedto each class." That, afler all, is the type of
assumption he, and other witnesses, make about many other data that are available
only on an aggregate basis. For example, his model includes machine reject rates that
are averages over all flats. Itis unlikely that those rates are the same for all types of

' Or, Miller wuld have assumed a somewhat lower figure. as | did. reflecting a belief that the Postal
Service, in Ihe test year, will have managed lo increase the volume of flats it sorts by machine.
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flats or for all classes of flats. Similarly, the MODS based productivity rates he uses for

AFSM-100. UFSM-1000, manual flats sorting, SPBS and APPS bundle sorting are all

aggregate measures that may not be accurate for any particular class.? For example, it

is quite likely that the generally lighter Standard flats are sorted with greater average

productivity than-the heavier Periodicals flats. Yet only when it comes to the question of

how many flats are diverted to manual sorting does the lack of class specific
information seem to inhibit Mr. Miller.

Reason 2. The data "could not be accurately applied.” Miller appears to be saying that
even if he had all the class specific information he says he needs, buildinga model that
reflects it is just too complicated. For example, he mentions the fact that the strategy
for use of the UFSM 'has evolved" as a complicating factor.

It certainly is true that the flow of flats mail through the postal system has become more
and more complex, with an increasing number of possible flow-paths and technological
options. The UFSM, in particular. has undergone several transformations since Docket
No. R2001-1. Today it is used mostly as a backup to the AFSM-100. processing flats
that could have been sorted on the faster machine. but it also incorporates a manual
feed/manual keying option for non-machinable flats.

This increased complexity represents a greater challenge to the model builder, butis no
reason not to try to build an accurate model. My testimony describes a number of
changes I made to Miller's model, including the treatment of the UFSM-1000 machines,

to make the model correspond more closely to the way flats actually are processed in
postal facilities.

2MoDS provides No class specific information. That sorting productivitytends labe lower for heavier flats
is certainly true in manual operations, where the extra thickness fills up the flats cases more quickly,
requiring more frequent 'sweeps' of those cases. | have also been told by AFSM-100 supervisors that
when large numbers of heavier Rats {8.g., Periodicals) are being loaded into the machines, productivity
tends to go down.
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Reason 3: "Such factors were affected by issues unrelated to mailer pre-barcodina and

presorting efforts {e.q., whether or not a given ZIP Code was processed on
automation/mechanization).”

This argument frankly makes no sense. The Postal Service's system of facilities and
equipment. along with its procedures for using those assets (e.g., to how many ZIP
codes sorting is done by machine) define the environmentthat determines the costs of
different types of mail. Were the Postal Service to devote all its machine resources to
other mail classes, while sorting Periodical flats manually, it would greatly affect
Periodicals costs as measured by existing costing systems. The purpose Miller's model
was supposed to serve was to determine the costs different rate categories of flats

would incur under the operating environment expected to exist in the test year.

Reason 4: “They did not have a significant impact on a pre-barcodina and/or presorting

cost differences by rate category. which was the purpose for which my cost models

were developed.”

This argument is patently false, as shown by Glick in his response. and | see N0 need
to address it any further.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-9. In your testimony on page 20, lines 5 to 6, you state, “For manual sorting
of bundles on pallets, the pallet is stationary, i.e., there is no pallet dumping.” Please confirm that
some manual operations consist of employees manually sorting bundles from conveyor belts,

onto which containers, including pallets, have been dumped. If you do not confirm, please
explain.

USPS/TW-T2-9. | agree that what you describe may happen. |don't think it is typical

and I tried to model what typically happens. It has been my impression that when it
comes to sorting of carrier route tundles off of 5-digit pallets, which typically happens at
the DDU, the sorting is always done directly from the pallet. It makes sense to do so,
because many mailers place the bundles on the pallet in carrier route order which
makes the distribution to individual carriers easier.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE

UNITED STATES POSTAL SERVICE

USPS/TW-T2-10 Please quantify the impact that your FLATPRP cost pool modification,
discussed on pages 9 to 11 of your testimony, had on your cost estimates by rate category. In
other words, what would the results have been had you not made this modification?

USPS/TW-T2-10. The table below show the flats preparation (MODS 035) unit costs
that my model attributes to each rate category. The Postal Service's model treats these

costs as if they were “proportional.” i.e., not affected by presort level.

3-Digit Aulo
5-Digit Auto

Table T2-10: Flats Preparation {MODS 035) Costs Per Rate Category(cents/piece)
Rate Category PRC Costing USPS Costing
Basic Nonauto 2.459 . 2.298
3-Digit Nonauto 2.283 2133
5-Digit Nonauto 1.33} 1.244
Carrier Route Nonauto 0.048 0.045
Basic Auto 2.446 2285
2428 2269
1.797 1.679
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-11.  Please refer to Section IIL3 of your testimony, beginning on page 14,
where you discuss a cost model modification for the UFSM1600, in which 5-digit

nenmachinable flats would not be processed during incoming secondary Automated Flats Feeder
(AFF) operations on that machine.

(@ Is it your understanding that nenmachinable flats mail pieces cannot be processed on
the UFSM 1000 when it is operating in AFF mode?

(b) Are any of the operational conclusions concerningthe UFSMIOOO that you appear to
reach in this Section of your testimony based on any direct field observations or data
collection effort in which it was estimated that a specific percentage of nonmachinable
mail pieces were, Or were nor, processed during AFF incoming secondary operations on
the UFSM1000? If so, please provide an explanation of your observations or the results
from any data collection effcns which you may have conducted.

(c) Please quantify the impact that this specific modification had on your cost estimates

by rate category. In other words, what would the results have been had you not made this
modification?

USPS/TW-T2-11.

a. No, lIunderstand that the UFSM-1000 has been modified so that it is possible to
manually feed and key flats from up to three consoles while also entering flats through
the automatic feeder. However, the productivity rate for the manual mode is much
slower than the automated feed productivity. The automatically fed and the hand-fed
flats go onto the same belt. It is my understanding that this simultaneous use is made
possible by slowing the stream of automatically fed flats sufficiently to make room on
the belt for the hand-fed flats.

b I am not aware of any field study of the type you suggest. However, | believe
MODS volumes for the two modes of operation constitute the most reliable way to
determine their relative use. As explained in my testimony, it was by studying the
MODS data provided by witness Bozzo, as well as IOCS tally data for the MODS
numbers corresponding to automated and manual feed modes, that 1came to conclude
that the UFSM-1000 is being used differently for incoming secondary sorting than for
other sort schemes.
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For outgoing and incoming primary sort schemes, MODS data show roughly equal
volumes being sorted in automated and manual feed modes, but with far more
workhours being spent in the manual mode. On the other hand, for incoming
secondary sorting, the MODS data show far more flats sorted in the automated mode.
While there are some flats fed and keyed manually also for incoming secondary sorting,
I concluded that this is likely to come mostly from non-machinable flats having been
mixed with machinable flats in upstream UFSM sort schemes and requiring manual

sorting when put on the machines in the incoming secondary sorting.

Because Millets model does not use the separate and very different automated and
manual productivity rates that are available from MODS data, but averages the tWo. and
because MODS data show mostly automated sorting in the incoming secondary. Miller
ends up using an average productivity rate for the incoming secondary that is much
higher than the average rates for other sort schemes. At the same time, however, his
model feeds mostly non-machinable flats to the UFSM also for incoming secondary
sorting, which would lead to a much lower productivity rate than the one he uses.

I concluded therefore that to bring the model of UFSM-1000 sorting in better
conformance with operational reality. the model must be modified to flow many fewer
non-machinableflats to these machines for incoming secondary sorting.

I tend to believe that, if sufficiently comprehensive, a field study of the type suggested
would lead to a conclusion similar to that outined above and in my testimony.
However. it would be difficult to make such a study as comprehensive as the totality of
national MODS data, which show the total volume being sorted in each mode and for
each sort scheme, on all UFSM-1000 machines in use in MODS offices.

c Iwill interpret this question to mean how would my estimates of the unit costs for
the seven presort/auto rate categories change if my model: (1) were to flow as many
non-machinableflats to incoming secondary sorting on UFSM-1000 machines as does
Miller's model; and (2) if, like Miller, 1 assumed that all these non-machinable flats can
be sorted at a productivity rate much higher than would normally be realized for non-

machinable flats. The table below shows the changes | estimate would occur in my
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results, under USPS and PRC costing respectively, if the model were modified as

described above. As can be seen, the effect would be to lower the estimated costs of
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flats with 5-digit presort. while raising the estimates for all other rate categories

Rate Category PRC Costing USPS Costing
Basic Nonauto Presort 0.530 5.558
3-Digit Nonauto Presort 0.311 0.327
5-Digit Nonauto Presort -0.182 -0.296
Carrier Route Nonauto Presort 0.080 0.079
Basic Auto Presort 0.401 0.436
3-Digit Auto Presort 0.264 0.299
5-Digit Auto Presort 0.300 -0.308

10589




USPSTW-T2-12
Page 1of 1

RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-12.  In your testimony on page 22, lines 16 to 19, you state, "Finally, Miller
assumes that in each subsequent bundle sorting operation ten percent of the remaining bundles
break. | have not changed that assumption, except as noted above in the case of manual sorting
operations. However, there is no empirical basis for it and 1 tend to think itis excessive." Please
provide an empirical basis for your conclusionthat a ten percent subsequent bundle breakage rate
is excessive. If there is no empirical basis for your conclusion, please explain qualitatively why
you believe it is excessive.

USPSITW-T2-12. Please observe that while expressing the belief that Miller's 10%

estimate is excessive, | did use itin my model.

As my testimony points out, there appears to exist no empirical basis on which to
determine the percent of bundles that break in subsequent bundle sorts, having
survived the initial sort. It follows that just as there is no empirical basis for fixing it at

10%, Ihere also is no empirical basis for concluding that 10%is too high or too low.

There are. however, some other good reasons to believe that the 10% estimate is too
high The fact is that the Postal Service has done many things to reduce bundle
breakage in recentyears. Forexample:

Postal management has placed great emphasis on bundle recovery in recent years.
Bundles that are damaged but still intact are supposed to be reinforced (e.9., by extra

bundle wrapping) by employees at SPBS and other bundle sorting operations.

New bundle preparation regulations have been put into effect that were specifically
intended lo reduce bundle breakage. And the Postal Service has been actively trying to

identify mailers that produce "problem" bundles and to work with those mailers.

Lacking empirical evidence one way or the other, it seems reasonable that the Postal
Service's flats mail flow models ought to assume that these measures have produced
progress in reducing bundle breakage.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-13_ -In Section i11.4 of your testimony you discuss issues pertaining to broken
bundles.

(a) Please confirm that you were a member of the MTAC Package Integrity Work Group
that conducted the study upon which USPS-LR-1-297 from Docket No. R2000-t was
based.

(b) If you were a member of the MTAC Work Group discussed in part (a), please explain
how you defined a "broken bundle" in that study and indicate where that determination
was made (e.g., the bundles were manually removed from their containers and examined,
the bundles were dumped cnto conveyors feeding the SPBS and examined, etc.). Please
be specific.

(c) Regardless of how you responded to part (a), please provide your current
understanding as to what constitutes a broken bundle.

i) Would a bundle that is completely removed from its packaging constitute a
broken bundle?

i) Would a bundle that is partially removed from its packaging constitute a
broken bundle?

ii) Would a bundle in which the integrity of the packaging appears to be giving
way, yet the bundle isstill intact, constitute a broken bundle?

USPS/TW-T2-13.

a. Yes, but only in the sense that I participated as an industry representative on two
of the sites visited by the MTAC team

h The team members did not dump bundles. They watched bundles being
dumped from sacks or pallets and being transported on the initial feeder belt. The team
counted the total number of bundles and recorded key characteristics such as the type
of bundling material and bundling method. Bundles could be recorded as broken any
time during the period that they were visible to the team. At the SPBS machines, this
meant until shortly before the belt carried bundles to the manual keying stations.
Bundles were recorded as broken if they were coming apart or already apart. The team
also used another category called "suspect" for bundles which the USPS team
members thought were in danger of breaking at a later operation. For example, if a

bundle had no shrink wrap and was strapped only one way, it would be recorded as
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"suspect" even if there were no immediate signs of it coming apart. Another “suspect”

category was bundles with shrink wrap only, where one side was at least half open.
c.

. Yes

ii. Yes

tii. As lrecall, such bundles could be recorded as either "broken" or "suspect"

depending on the severity of the damage.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-14.  On page 24 of your testimony you describe a modification that you have
made to the NonMODS ™allied” cost pool. The basis for your adjustment is an I0OCS tally
analysis indicating that 37% of the costs attributed to that cost pool were for bundle sorting tasks.

(a) Please confirm that there ars some cost pools that are classified as "proportional™ in
your cost model which also contain costs for activities that are not contained in the mail
flow model. For example, the "OPBULK and "OPPREF" cost pools, which represent the
opening units, reflect costs for bundle sorting tasks (which are actually modeled) and

container sorting tasks (which are not actually modeled). If you do not confirm, please
explain.

(b) For the cost pools such as those described in part (a), did you make any attempt to
modify those cost pools to remove activities that are not actually included in the mail
flow model? If not, why not?

(c) Please quantify the impact that the NonMODS allied cost pool modification bad on
your cost estimates by rate category. In other words, what would the results have been had
you not made this modification?

USPS/TW-T2-14.

. a. A bundle sorting operation includes a great deal of container handling, i.2.,
containers with bundles to be sorted are staged, then brought to the induction area,

dumped and disposed of for further use. Containers with sorted output are removed
when full, replaced with other containers, staged for dispatch, Or transportation to the
next operation, etc. The SPBS productivity rates, for example, include many such
activities that really are part of the bundle sorting operation and would be avoided if the
bundles already had a higher level of presort {€.g., if they came on a 5-digit pallet
instead of a 3-digit pallet).

It may be true in general that almost any processing task is sometimes performed by
employees logged into a different MODS operation. However, if the "container sorting
tasks" that you refer to include tasks completely unrelated to bundle sorting. then | think
those tasks are more likely to be performed either at the platform or at operations
dedicated to container sorting, &.d., one of the sack sorting pools.

With regard to the NonMODS allied operation, bundle sorting is a big partof it. There is

not a great deal of "container sorting" at a NonMODS office, since such an office is
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almost always a DDU where all containers are to be opened and just need to be
brought to the opening area. For example. the stations and branches part of the
NonMODS allied pool is mainly from what is still the LD43 pool under the PRC costing
methodology and is considered 100% proportional under the PRC version of Miller's

model.

h No, and Ithink it would be quite inappropriate to do so. One would then have to
also examine the platform and all other cost pools to identify activities that the "model"
does include. lincluded part of the NonMODS allied pool because bundle sorting and
container movement directly related to bundle sorting is a predominant activity in that
pool. In fact, |tend to think that the 37% figure is too low if it is based on a narrow

definition of bundle sorting as including only tasks that directly handle bundles.

c Under PRC costing methodology the impact of including 37% of the NonMODS
allied pool in the CRA adjustment is to expand the cost differentials between rate
categories, except the cost differentials that are based on distribution of the flats
preparation pool, by a factor of 1.0344,

Under USPS costing. the similarly defined factor is 1.0538.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-15..  On page 24 of your testimony you describe your model’s reliance on a cost
by shape estimate for Outside County Periodicals nonletters (flats and parcels) rather than
Outside County flats.

(a) Please quantify the impact that this specific modification had on the CRA adjustment
factor.

(b) Please quantify the impact that this specific modification had on your cost estimates

by rate category. In other words, what would the results have been had you not made this
modification?

USPS/TW-T2-15.

a Assuming no other changes, basing the CRA adjustment on non-letters rather
than just flats changes the CRA proportional adjustment factor in my model from 1.076
to 1.115 under USPS costing and from 1.139 to 1.179 under PRC costing.

b Under USPS costing, the effect is to multiply the cost differentials between rate
categories, minus the portion that comes from attribution of flats preparation costs (see
my response to USPS/TW-T2-10) by a factor of 1.036. Under PRC costing, the
corresponding factor is 1.035.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-16.  In your testimony from page 24, line 26, to page 25, line 1, you state, "1
have therefore, unlike Miller, included in the CRA adjustment non-letter Outside County costs
recorded at all piece sorting operations, including letter operations.”

(a) Please list all the cost pools which were classified as "fixed" in USPS-LR-L-43 but
which you have now classified as "proportional.”

(b) Please quantify the impact that this specific modification had on your cost estimates
by rate category. In other words. what would the results have been had you not made this
modification?
USPS/TW-T2-16. Please note that my testimony describes two different CRA
adjustments. The second of those is for my extended model which produces all the unit
costs used in witness Mitchell's rate design. lwill assume, however, that your question
refers to the earlier adjustment described at pages 23-25 in my testimony, which is
intended as a replacement for the adjustment used by witness Miller.

a. | have added as 'proportional” pools MANL. MANP, NonMODS MANL and
NonMODS MANP. In addition. | have classified NonMODS Allied as 37%

"proportional,” and | distribute directly the CRA costs in the flats preparation cost pool.

h I already quantified the impact of distributing the flats preparation costs in my
response to USPS/TW-T2-10, and the impact of assuming 37% proportionality at the
NonMODS allied pool in my response to USPS/TW-T2-14. 1 will therefore focus here

on the impact of adding the four manual letters and parcel pools referredto above.

Under USPS costing, the impact of adding those four pools to the CRA adjustment,
assuming all other changes described in my testimony, would be to expand the cost
differences among rate categories (apart from the component from the flats preparation
pool) by a factor of 1.038. Under PRC costing, the correspondingfactor is 1.033.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-17.  In your testimony from page 24, line 26, to page 25, line I, you state, "I
have therefore, unlike Miller, included in the CRA adjustment non-letter Outside County costs
recorded at all piece sorting operations, including letter operations."

(a) Please confirm that the issueyou describe would affect the costs studies for all classes
and shapes of mail. For example, the flats cost pools are not classified as proportionalin
the letters cost models. If you do not confirm, please explain.

(b) Please indicate whether you thirk the modifications should be made to the cost studies
depicting other classes and shapes of mail. If you do not thirk these changes should be
made to the cost studies depicting the other classes and shapes of mail, please explain
why this change should be made to the Periodicals Outside County cost study only.

USPS/MTW-T2-17.

a:=b.  To simplify the following discussion. let us assume that there only are two shape
categories, namely letters and flats. There are some operations (cost pools) that are
intended only for letter processing and some that are intended only for flats processing.
However, it is a well known fact that the totality of 10CS tallies taken in a given year
includes each of the following combinations:

(1)letters being processed at letter operations;
(2) letters being processed at flats operations;
(3) flats being processed at flats operations; and

(4) flats being processed at letter operations

As is also well known, the cost pool associated with a given IOCS tally is based on the

MODS number that the sampled employee was logged into, which is not necessarily
where he was actually working.

Since it is not really possible for flats to be processed at letter operations, the existence
of category 4 above must therefore mean that at the time an employee was sampled he
was processing flats, but logged into a MODS operation code used for letter operations.

The costs associated with that tally will be included in the cost of a letter processing
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- pool. However, in withess Smith's cost analysis it will be shown as the cost of

processingflats at a letter operation. Since those costs in fact must have been incurred
at a flats operation, even though the employee was logged into a letter operation, it is in
my opinion quite appropriate to include them as part of the total CRA costs of flats

processing Infact, itis a mistake notto do so.

The case of letters appearing inthe I0CS based costing system to have been sorted at
a flats operation (category 2 above) is not completely symmetric to the case discussed
above, because it really is physically possible for letters to be processed at flats

operations, at least in manual flats sorting cases.

| have not studied in detail the CRA adjustments being applied to letter or parcel mail
flow models in this docket. But apart from the small reservation that there may not be
complete symmetry between different shapes, | believe that an appropriate CRA
adjustment must recognize the imperfections in IOCS/MODS based costing, namely
that some costs associated with one shape will always appear as if they were incurred
in a cost pool meant for other shapes.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-18.  Please referto page 31, lines 15 to 21, ofyour testimony. Please also refer
to witness Tang's testimony (USPS-T-35) at page 5, lines 15 to 18, to the worksheet “Container”
in R2006-1 Outside County.xls in USPS-LR-L-126, to the response of withess Tang to
NNA/USPS-T35-18 (Tr. 7/1734), and to the oral cross examination of witness Tang by NNA
found at Tr. 7/1863-1865. Please confirm that rather than making an assumption “that as the 32
million skin sacks disappear they will be replaced by 35% of 32 million larger and generally less
presorted sacks,” as you state in youe testimony, withess Tang in fact assumed that 35% of 32
million“skin sacks” will remain inthe mailstream. |fyou do not confirm, please explain.

USPS/TW-T2-18. | obviously cannot testify about what might have been on witness.

Tang’s mind. However, | would rather believe that what she assumed was something
‘that is at least possible, rather than something that is impossible. Since May this year,
the Postal Service no longer allows skin sacks. Ittherefore seems quite impossible that
in the test year there would still remain 35% of 32 million, or about 11.2 million skin

sacks in the system.

On the other hand, as mailers stop using skin sacks, assuming they are not able to
move the pieces and bundles that were in the skin sacks onto pallets. those pieces and
bundles will have to go to other sacks. which could either be sacks that already have
more than 24 pieces in them, or sacks that are created from consolidating skin sacks.

This is a scenario that must have occurred as mailers stopped using skin sacks.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO INTERROGATORY OF THE
UNITED STATES POSTAL SERVICE

USPS/TW-T2-19 Please refer to your response © USPS/TW-T2-7. Please confirm that the 85
percentand 15 figures were not derived from any empirical data (e.g. from postal data collection
systems), but were used to achieve a certain model result with respect to the percentage of flats
that receive manual incoming secondary sorts. If you do not confirm, please explain.

USPS/TW-T2-19. | cannot confirm, inasmuch as my choice of the 85% and 15%

figures was guided by the empirical finding. reported by witness McCrery, that 44.7% of
flats receive manual incoming secondary sorts, and my view that mail flow models used

for rate setting ought to correspond as closely as possible to operational reality.

It is true. however, that using the 85% and 15% figures in my model leads to an
estimate that only about 40% of flats receive manual incoming secondary, rather than
the 44.7% reported by McCrery. Using 80% and 20% would come closer to the
. McCrery figure. However, as explained in my testimony. | chose 85% and 15%

because they represent an assumption that the Postal Service will, in the test year,
have succeeded in bringing more incoming secondary sorting onto its sorting machines.

Please see also my response to USPS/TW-T2-6, which discusses the empirical basis
for McCrery's 44.7% estimate.
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RESPONSE OF WITNESS HALSTEIN STRALBERG TO POIR NO. 19

POLR 19 The United States Postal Service; Magazine Publishers of America, In¢. and
Alliance of Nonprofit Mailers; and Time Warner inc. are requested to provide the information
described below M assist in developmg a record for the consideration of the Postal Service's
request for changes in rates and fees. In order to facilitate inclusion of the required material in
the evidentiary record, participants are to have a witness attest to the accuracy of the answers and
be prepared to explain to the extent necessary the basis for the answers at our hearing. Answers
from the Post Service are to be provided by October 16, 2006. Answers from Magazine
Publishers of America, Inc. and Alliance of Nonprofit Mailers; and Time Warner Inc. are to be
provided by October 23,2006.

In this proceeding Postal Service witness Tang, Time Warner witness Mitchell, and MPA-ANM
witness Click have made Outside County rate proposals. The Commission seeks to develop as
complete a record as possible concerning each of these Outside County rate proposals.

During the August 10, 2006, hearing *he Presiding Officer requested that witness Tang provide
any additional mfonnanon concerning small publications developed since the conclusion of
Docket No. C2004-1." On August 17,2006, witness Tang responded to the request by providing
percentage increases resulting from her Outside County rate proposals for each of the 251
periodicals in her C2004-1 database.” On September 6,2006, MPA-ANM filed MPA/ANM-LR-
3, witness Tang's C2004-1 database under protectlve conditions established in Presiding
Officer's Ruling No. R2006-1/51.°

On September 21, 2006, Time Warner requested that witness Tang update her C2004-1 database
to include data since the inception of the 24-piece sack minimum and calculate the percentage
changes resulting from her Outside County rate proposal using the updated information. In
addition, Time Warner requested that witness Tang calculate the changes resulting from the
Outside County rate proposals of witnesses Mitchell and Glick and provide a comparison of
current rates, her proposed rales, and the rates proposed by Time Warner witness Mitchell and
MPA- ANM witness Glick.* The Postal Service objected to this interrogatory on September 26,

2006.° The objection focused, in part, on the burden involved in developing a new,

representative sample.

The Commission requests that the Postal Service provide, under the protective conditions
established in Presiding Officer's Ruling No. R2006-i/51, a version of MPA-ANM-LR-3

' Tr. 711883-87.

? Response of United States Postal Service Witness Tang to Question Posed by Chairman Omas at the
August 10.2006Hearing, August 17.2006.

* Notice of Alliance of Nonprofit Mailers and Magazine Publishers of America. Inc., of Filing of Library
Reference MPA/ANM-LR-3, Protected Material, September &, 2006.

 TW/IUSPS-T35-13.

¥ Obiection of the Uniled States Postal Service to Interroaatories of Time Warner Inc. to Postal Service
Witness Tang (TW/USPS-T35-11-13), September 26,2006
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composed Of data from as many 0f the same 25 | publications as are currently mﬁliling. This new
data should reflect mailings sent after the 24-piece sack minimum became effective.

The Commission further requests that the Postal Service provide a table comparing the
percentage changes from current postage to its Outside County rate proposals based 0N these
new, more recent mailings.

After the Postal Service provides more recent data ON the 251 publications, the Commission
requests that Time Warner and MPA-ANM provide calculations of the percentage changes of
their respective proposals on the 251 publications using these more recent data.

Response:

The latest version of the Postal Service's response to POIR No. 19 was filed under
protective cohditions, as LR-L-189 Revised, on October 31. It contains data on 259
publications, including 87 identified as 'RPL," indicating replacements of the originally
sampled publications used by witness Tang in Docket NO. C2004-1. | will refer to them

simply by publication number, i.e., publication 1 through 259.7

Table 2 at the end of this respunse provides my estimates of the per-piece postage
each of the publications, assuming no change in mail piece characteristics or mail
preparation, would pay under the rates proposed by Time Warner witness Mitchell, and

compares those rates with curren' rates and the rates proposed by witness Tang.

The Time Warner rate proposal recognizes flats machinability as a major cost driver,
while current rates and the alternative rates proposed in this docket do not. As a result,
flats machinability has a major impact on the comparison between Time Warner's
proposed rates and other rate proposals. Table 2 shows which publications are
identified as machinablein LR-L.-189.%

® Ifmore recent data for any of the 251 publications is not available. the Postal Service may substitute
data for a similar publication.

" The numbering scheme luse is the same as that used by witness Glick in his response 0N behalf of
MPNANM. It can also be described as follows, referring to the final version of the spreadsheetcontained
in LR-L-89. Publications No 1 through 158 are those identified in rows 1Q through 167 0N worksheet
'eVS," and publications 159 through 259 are those in rows 10 through 110 on worksheet 'Sample.'

8 Some publications are shown as containing both machinable and non-machinable mail pieces. Inthose
cases, | show a publicationas machinableif at least half of its pieces are machinable.
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The publicationsin LR-L-189 are shown as belonging to three different strata based on
circulation size, where those with mailed circulation over 100,000 are called large (LG).
those with circulation between 15,000 and 100,000 are called medium (MD)and those
with less than 15,000 in mailed circulation are called small (SM). This corresponds to
the original size stratification used by Tang in C2004-1. Towards the end of that
docket, however, Tang was asked by the presiding officer to provide additional
information about the smallest publications. those with circulation much smaller than
15.000. The information providedin response to that request revealed that over 15,000
publications, more than half of all registered Periodicals, have circulation size under

1,000, and that the median circulation size among those is only 224°

Because of the large number of such very small publications, and the Commission's
expressed concern about the impact of any rate proposal on such publications, I have
identified. in Table 2, the 42 publications with circulation size below 1,000 as belonging
to a separate size stratum, labeled /S (very small).

Since the Time Warner proposal identifies several new cost drivers not previously used
in Periodicals rate design, it was to be expected that it would result in somewhat wider
differences in percent increases among publications, relative to current rates, than the
more conventional rate proposal presented by Tang. While the impact on most
publications of Time Warner's rate proposal differs only by a few percentage points
from the impact of Tang's rates, for some the difference is considerably greater.

Table 1 below summarizes the comparison of the impact of Tang's and Time Warner's
rate proposals on publicationsin LR-L-189 by size and machinability category. Overall,

Tang's proposal would lead to the larger percentincrease for 98 and Time Warner's for
161 of those publications.

% See Docket No. C2004-1, Response of Time Warner Inc. El Al. to Notice of Inquiry No. 1 ("Comments of
Time Warner Inc. EIAL. Witness Halslein Stralberg on the Characteristics of Very Small Periodicals"). filed
December 8.2004. at 1
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Table 1: Summary Comparison Of Impact Of Alternative Rate
Schedules On Sampled Publications
, . , . Largest Increase?
Size (Mailed circulalion) Machinable? g W Total
LG (>100K) Yes 24 22 46
No 1 5 6
MD (>15K, <100k} Yes 26 46 72
No 2 26 28
SM (> 1K, <15K)} Yes 18 36 54
No 1 10 11
VS {=1K) Yes 26 4 30
No 0 12 12
Tatal- 98 161 259

Among the categories of publications identified in Table 1, it appears that very small
publications (circulation below 1,000) that are machinable would fare considerably
better under Time Warner's rates than under those proposed by Tang. As the table
shows, 26 of the 30 machinable very small publications in LR-L-189 would do better
under the TW rates, only four would do worse. Fora few of the 26. postage would even
decrease under the TW proposal. For those that are non-machinable. on the other

hand, postage would increase more, in some cases much more, under the TW
proposal.

In LR-L-189, twelve of the 42 very small publications, or 28.6%. are identified as non-
machinable.  However, this percentage is not likely to reflect accurately the
characteristics of very small publications. Based on data from the more comprehensive
survey described in LR-L-91, particularly the data provided by witness Loetscher in
response to Time Warner interrogatories, it can be determined that only about six or
seven percent of publications with circulation under 1,000 are non-machinable.”" It

therefore appears that a large majority of very small publications in fact would do better
under Time Warner's proposed rates.

™ See Table 11in witness Loetscher'sresponse to TW/USPS-T28-11 (Tr. 7/1513}.
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LR-L-189 identifies 85 of the publications as _ aing "comailed." It identifies none of
them as co-palletized. | suspect, however, that many of the publications identified as
comailed are in fact only co-palletized. For this reason I did not attempt to use LR-L-

189 as a basis for analyzing the different impact on cornailed and other publications of
the two rate proposals.™*

The calculations | used to derive the results presentedin Tables 1and 2 are included in
Time Warner library reference E, which is a modified version of the spreadsheet
contained in USPS LR-L-189.

*! Some of the publications identified as "comailed* are also identified as non-machinable. A comailer is a
machine. While it is possible that some such machineswuld be able to process publicationsthat are not
machinable on AFSM-100 flats serting machines, | am not aware of the existence of any. Time Warner is
awaiting answers from the Postal Service to interrogatoriesdealing with the subjects of machinabilityand
comaifing that itis hopedwilt bring more clarity to this issue.
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Table 2. Per-Piece Postage & Rate Increases For LR-L-189 Periodicals Under

Alternative Rate Proposals

Publication Machin- Poslage/Piece Percent Increase
Number Size able? R2005-1 Tang Milchell Tang Mitchell

1| LG M $0.3571 $0.3890 $0.3830 8.92% 7.25%

2| LG M $0.1750 $0.1980 $0.1839 13.15% 5.07%
3| LG M $0.2865 $0.3008 $0.2979 4.99% 3.97%
41 LG NM $0.3022 $0.3248 $0.3180 7.49% 5.24%
5| LG M $0.2298 $0.2555 $0.2472 11.18% 7.60%
6| LG M $0.2927 $0.3195 $0.3085 9.16% 5.42%
"7 LG M $0.3446 $0.3756 $0.3725 8.98% ' 8.08%
8| LG M $0.2647 $0.2900 $0.2796 9.57% 5.64%
9| LG NM $0.4616 $0.4985 $0.5119 7.98% 10.90%
10| LG M $0.2663 $0.2896 $0.2894 8.77% 8.68%
11| LG M $0.2524 $0.2783 $0.2661 10.26% 5.43%
12| LG M $0.4208 $0.4531 $0.4690 7.69% 1147%
13| LG M $0.1447 $0.1634 $0.1516 12.90% 4.72%
14| LG M $0.2570 $0.2827 $0.2714 9.99% 5.60%
15| LG M $0.2723 $0.3041 $0.3118 11.68% 14.50%
16| LG M $0.1985 $0.2243: $0.2201 13.01% 10.91%
17| LG M $0.3407 50.3737 $0.3806 9.68% 11.71%
18| LG M $0.2451 $0,2706 $0.2670 10.41% 8.94%
19| LG M $0.2061 50.2287 $0.2146 10.98% 4.12%
20| LG M $0.2833 $£0.3108 $0.3140 9.70% 10.83%
21| LG M $0.5709 $0.6102 $0.6120 7.00%: 7.21%
22| LG M $0.1331 $0.1588 $0.1365 19.30% 2.50%
23 LG NM $0.4207 $0.4618 $0.4960 9.77% 17.91%
24 LG M $0.3341 $0.3674- $0.3719 9.98% 11.31%
25| LG M $0.2640 $0.2923 $0.2989 10.73% 13.24%
26| LG M $0.1588 $0.1820 $0.1608 14.56% 1.25%
271 LG M $0.4581 $0.4952! $0.5188 - 8.08% 13.24%
28| LG M $0.2770 $0.3065i $0.3129 10.65% 12.96%
29 LG M $0.2407 $0.2673 $0.2683 | - 11.03% 11.45%
30| LG M $0.3080 $0.3340 $0.3219 | 9.17% 5.20%
31| LG NM $0.5879 306344 $0.6769 7.91% 15.15%
32| LG M $0.2314 $0.2561 $0.2555 10.65% 10.40%
33| LG M $0.2680 $0.2965 $0.2942 10.63% 9.78%
Al LG M $0.1732 $0.1959 $0.1905i 13.10% 9.96%
35| LG M $0.2967 $0.326: i $0.3316 10.04% 11.75%
36| LG M $0.1992 $0.2215 $0.2290 11.19% 14.96%
37 LG M $0.2356 $0.259; ? $0.2437' 9.98% 3.44%
38 LG M $0.2245 $0.2422 $0.2445 7.88% 8.92%
39 LG NM $0.2720 $0.3005 $0.3361 10.48% 23.58%
40| LG M $0.3341 $0.3779 $0.3926} 13.10% 17.49%
411 LG NM $0.4622 $0.5246 $0.5614 13.51% 21.45%
2| LG M $0.2430 $0.2662 $0.2542 9.54% 4.59%
43 LG M $0.3716 $0.4196 $0.421: % 12.93% 133754
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Number

a4
45
46
a7
48
49
50
51
52
53

55
56
57
58
59
60
61
62
63

65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81

SRB

86
87
88
89
90
91

Size
LG
LG
LG
LG
LG
LG
LG
LG
LG
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MG
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
MD
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Machin- Postage/Piece Percent Increase
able? R2005-1 Tang Mitchell Tang Mitchell
M $0.2713 $0.2989 $0.3092 10.19% 13.97%
M $0.2597 $0.2836 $0.2850 9.20% 9.72%
M $0.9163 $1.0490 $11123 14.48% 21.39%
M $0.2463 $0.2705 $0.2558 9.85% 3.87%
M $0.2168 $0.2408 $0.2372 11.08% 9.42%
M $0.2465 $0.2758 $0.2822 11.91% 14.48%
M $0.4307 $0.4851 $0.4893 12.64% 13.62%
M $0.2575 $0.2852 $0 2865 10.75% 11.24%
M $0.2686 $0.2960 $0.2979 10.21% 10.92%
NM $0.4561 $0.4964 $0.5509 8.84% 20.80%
M $0.2544 $0.2794 $0.2738 9.83% 7.64%
NM $0.5515 $0.6143 $0.6625 11.37% 20.12%
M $0.2525 $0.2792 $0.2783 10.60% 10.23%
M $0.2973 $0.3303 $0.3403 11.12% 14.47%
M $0.2606 $0.2855 $0.2724 9.55% 4.50%
M $0.3860 $0.4155 $0.4171 7.64% 8.03%
M $0.2353 $0.2654 $0.2779 12.76% 18.06%
M $0.2585 $0.2871 $0.2839 1106% 9.85%
M $0.4116 $0.4605 $0.4718 11.89% 14.64%
NM $0.2182 $0.2466 $0.3215 12.99% 47.32%
M $0.4205 $0.4515 $0.4470 7.38% 6.31%
NM $0.4046 30.4534 $0.5159 12.05% 27.50%
M $0.1763 $0.2005 $0.1904 13.74% 8.03%
NM 30.3196 $0.3525 $0.3882 10.28% 21.45%
NM $0.1974 $0.2223 $0.221 1 12.64% 12.02%
NM $02154 $0.2378 $0.2463 10.42% 14.36%
M $0.2170 $0.2453 $0.2548 13.01% 17.41%
M $0.2470 $0.2719 $0.2691 10.07% 8.94%
M $0.2290 $0.2496 $0.2509 8.98% 9.57%
M $0.4431 $0.4914 $0.4920 10.89% 11.04%
M $0.5569 $0.6030 $0.6085 8.27% 9.26%
NM $0.2760 $0.3086 $0.3512 11.82% 27.26%
M $0.1941 $0.2115 $0.2119 8.93% 9.18%
M $0.2027 $0.2217 $0.2235 9.38% 10.26%
M $0.2255 $0.2496 $0.2484 10.68% 10.13%
NM %0.2850 $0.3162 $0.3680 10.94% 25.59%
M $0.2806 $0.3126 $0.3182 11.42% 13.41%
M $0.2342 $0.2606 $0.2582 11.26% 10.23%
M $0.2292 $0.2521 $0.2543 9.99% 10.97%
M $0.4397 $0.4722 $0.4699 7.39% 5.87%
NM $0.6428 $0.7321 $0.8047 13.90% 25.19%
M $0.2834 $0.320C $0.3320 12.92% 17.16%
NM $0.2867 $0.3181 $0.3541 10.95% 23.52%
M $0.2489 $0.2717 $0.2689 9.17% 8.03%
NM 302877 $0.3161 $0.3512 9.89% 22.09%
M $0.2309 $0.263¢ $0.2796 14.20% 21.05%
NM $0.2560 $0.284F $0.312¢ 11.26% 21.89%
M 30.2363 $0.2627 $0.2610 10.99%, 10.45%
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Publication Machin- B istage/Piece Percent Increase
Number Size able? R2005-1 Tang Mitchell Tang Mitchell

92| MD NM $0.5119 $0.6044 $0.6715 18.06% 31.17%

93| MD M $0.2186 $0.2451 $0.2424 12.14% 10.89%

94| MD M $0.2316 $0.2577 $0.2565 11.27% 10.75%

9% | MD M $0.2296 $0.2563 $0.2537 11.65% 10.49%

9% | MD M $0.2277 $0.2526 $0.2503 10.94% 9.91%

97 | MD M $0.4341 $0.4952 $0.5011 14.08% 15.44%

98| MD M $0.4731 $0.5370 $0.5486 13.50% 15.96%

99 | MD M $0.2220 $0.2471 $0.2451 11.27% 10.38%
100| MD M $0.2691 $0.3036 $0.3167 12.83% 17.70%
101| MD NM $0.2773 $0.3073 $0.3474 10.83% 25.28%
102 | MD NM $0.4184 $0.4788 $0.5469 14.43% 30.70%
103| MD M $0.4783 $0.5355 $0.5379 11.96% 12.46%
104 | MD M $0.2514 $0.2781 $0.2788 10.60% 10.88%
105| MD NM $0.6452 $0.7100 $0.7814 10.05% 21.11%
106 (| MD NM $0.2733 $0.3017 $0.3351 10.41% 22 83%
107 | MD M $0.3014 $0.3441 $0.3538 14.18% 17.39%
108 | MD M $0.4040 $0.4594 $C0.4751 13.70% 17.09%
109 | MD M $0.2461 $0.2720 $0.2713 10.54% 10.26%
110| MD NM $0.3605 $0.4142 $0.5052 14.91% 40.15%
111| MD M $0.2424 $0.2664 $0.2688 9.88% 10.89%
112 MD M $0.3248 $0.3656 $0.3791 12.64% 16.81%
113| MD M $0.2261 $0.2507 $0.2508 10.88% 10.93%
114 MD NM $0.6560 $0.7312 $0.8187 11.47% 24.81%
115| MD NM $0.4067 $0.4682 $0.4413 15.12% 851%
116 ( MD NM $0.2793 $0.3101 $0.3582 11.03% 27.54%
117| MD M $0.2365 $0.2620 $0.2651 10.74% 12.06%
118| MD M $0.2527 $0.2792 $0.2816 10.45% 11.42%
119| MD NM $0.2786 $0.30498 $0.3582 11.21% 28.57%
120| MD NM $0.4058 $0.4680 $0.5678 15.34% 39.93%
121| MD NM $0.3595 $0.4196 $0.5267 16.70% 46.49%
122 | MD M $0.2568 $50.2844 $0.2905 10.75% 13.11%
123| MD NM $0.4253 $0.4870 $0.5782 14.51% 35.94%
124| MD M $0.2316 £0.2585 $0.2556 11.62% 10.35%
125( MD M 30.2565 $0.2839 $0.2863 10.66% 11.60%
126| MD M $0 3820 $0.4419 $0.4545 15.70% 18.99%
127 MD M $0.2751 $0.2139 $0.3333 14.11% 21.14%
128 MD M $0.3436 $0.3938 $0.4105 14.61% 19.45%
129| MD M $0.2797 $0.3251 $0.3460 16.24% 23.72%
130 MD NM $0.4926 $0.5487 $0.5685 11.39% 15.41%
131| MD M $0.2531 $0.2799 $0.2828 10.60% 11.74%
132| MD M $0.2404 $0.2678 $0.2661 11.40% 10.68%
133| MD M $0.2312 $0.2558 $0.2578 10.63% 11.49%
134| MD M $0.3258 $0.3752 $0.3950 15.17% 21.25%
135| MD M $0.2759 $0.3052 $0.3071 10.62% 11.31%
136 MD M $0.1821 $0.2016 $0.2057 10.69% 12.93%
137| MD M 30.2696 $0.2968 $0.3042 10.11% 12.83%
138 MD M $0.4745 $0.5407 $0.5519 13.94% 16.30%
139| MD M $0.2544 $0.2813 $0.2785 10.57% 9.46%

10608




Stralberg Response t0 POIR 19
Page 9 of 11

Publication Machin- Fostage/Piece Percent Increase |
Number Size able? R2005-1 Tang Milchell Tang Mitchell
140 | MD M $0.2302 $0.2560 $0.2522 11.23% 2.58%
141 | MD M $0.2686 $0.2960 $0.297¢ 10.22% 10.93%
142 | MD M $0.2674 $0.2940 $0.2995 9.94% 11.97%
143 ( MD M $0.2255 $0.2525 $0.2503 11.94% 10.97%
144 | MD M $0.2474 $0.2732 $0.2703 10.41% 9.23% )
145| MD M $0.2448 $0.2679 $0.2655 9.42% 8.43%
146 | MD M $0.2372 $0.2624 $0.2639 10.64% 11.28%
147 ( MD M $0.2224 $0.2474 $0 2447 11.26% 10.07%
148 ( MD M $0.2237 $0.2432 $0.2457 8.69% a.81%
149 | MD M $0.3510 $0.3854 $0.3979 9.81% 13.37%
150 | ™MD M $0.2550 $0.2820 $0.2844 10.58% 11.53%
151 | MD M $0.2613 $02867 $0.2937 9.71% 12.39%
152 | MD NM $0.3332 $0.3814 $0.4651 14.44% 39.58%
153 | SM M $0.2460 $0.2659 $0.2634 8.13% 7.08%
154 | SM M $0.3769 $0.4373 $0.3997 16.01% 6.04%
155| SM M $0.4214 $0.4932 $0.4531 17.05% 7.52%
156 SM M $0.2999 $0.3566 $0.3812 18.90% 2711%
157 | SM M $0.4095 $0.4665 $0.4695 13.91% 14.65%
158 SM NM $0.6645 $0.7529 $0 7869 13.30% 18.42%
159 SM M $0.2808 $0.3129 $0.2925 11.45% 4.20%
160 | SM M $0.2263 $0.2526 $0.2507 11.62% 10.79%
161 | SM M $0.3361 $0.3881 $0.4065 15.48% 20.95%
162| SM M $0.1751 $0.1992 $0.1936 13.75% 10.53%
163 | SM M $0.3311 $0.3830 $0.4019 15.67% 21.38%
164| SM M $0.2157 $0.2412 $0.2369 11.79% 9.83%
165 SM M $0.2142 $0.2420 $0.2548 13.00% 18.97%
166| SM M $0.3237 $0.3792 $0.3939 17.14% 21.69%
167 | SM NM $0.6914 $0.8003 $0.8931 15.74% 29.18%
168| SM M $0.1462 $0.1641 $0.1591 12.22% 8.82%
169| SM NM $0.7171 $0.8373 $0.9898 16.76% 38.03%
170 SM M $0.2329 $0.2668 $0.2663 14.53% 14.33%
171| SM M $0.3663 $0.4426 $0.4650 20.84% 26.94%
172 SM M $0.2790 $0.3229 $0.3452 15.75% 23.72%
173 SM M $0.1696 $0.1924 $0.2121 13.44% 25.07%
174 3M M $0.2420 $0.2730 $0.2737 12.82% 13.09%
175( SM M $0.2518 $0.2861 $0.3044 13.64% 20.89%
176| SM M $0.1958 $0.2253 $0.2375 15.05% 21.26%
1771 SM NM $0.7049 $0.7971 $0.8378 13.08% 18.85%
178| SM M $0.1835 $0.1992 $0 1964 8.55% 7.03%
179 SM M $0.3022 $0.3534 $0.3634 16.95% 20.27%
180| SM NM $0.5298 $0.5782 $0.5433 9.15% 2.56%
181 SM NM $0.6094 $0.7322 $0.7898 20.14% 29.60%
182 | SM M $0.2182 $0.2349 $0.2209 7.62% 1.18%
183| SM M $0.3714 $0.4336 $0.4301 16.75% 15.83%
1a4| SM M $0.2162 $0.2476 $0.2757 14.50% 27.48%
185| SM M $0.2536 $0.2948 $0.2959 16.24% 16.68%
186| SM M $0.2638 $0.3008 $0.3225 14.02% 22.22%
187| SM M $0.240C $0.2718 $0.2782 13.26% 15.89%
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188 | SM M 50.2313 $0.2785 $0.3176 20.39% 37.29%

189 | SM NM $0.3110 $0.3548 $0.4109 14.09% 32.14%

196 | SM M $0.4226 $0.4861 $0.4583 15.03% 8.46%

191 | SM M $0.2738 $0.3183 $0.3314 16.25% 21.04%

192 | SM M $0.2709 $0.3126 $0.3340 15.38% 23.31%

193 | SM M $0.2996 $0.3538 $0.3564 18.10% 18.96%

194 | VS M $0.2387 $0.2790 $0.3134 16.84% 31.27%

195| VS M $0.4422 $0.5030 $0.4538 13.75% 2.62%

196 | VS NM $0.3033 $0.3597 $0.4401 18.58% 45.10%

197 | VS M $0.4118 $0.4807 $0.5157 16.73% 25.22%

198 | VS M $0.3046 $0.3451 $0.281 3 13.30% -7.63%

199 | VS NM $0.6878 $0.8308 $0.9638 20.80% 40.14%:

200 | VS M $0.3300 $0.3699 $0.3308 12.10% 0.24%

201 | VS M $0.2503 $0.2969 $0.3253 18.62% 29.99%

202 | VS NM $0.3489 $0.4008 $0.4634 14.88% 32.80%

203 | VS M $0.2950 $0.3378 $0.3307 14.53% 12.12%

204 | VS NM $0.2162 $0.2566 $0.3087 18.69% 42 80%

205 | VS NM $0.3671 $0.4388 $0.5840 19.52% 59.08%

206 | VS M $0.3712 $0.4429 $0.4036 19.33% 8.74%

207 | VS NM $0.3037 $06.3531 $0.4001 16.26% 31.71%

208 | VS NM $0.3246 $0.3808 $0.4453 17.33% 37.21%

209 | VS M $0.2869 $0.3705 $0.3577 29.14% 24.67%

210 | VS NM £0.3358 $0.3980 $0.4660 18.50% 38.73%

211 | sSM M $0.2565 $0.2985 $0.3198 16.36% 24.70%

212 | sSM M $0.4068 $0.4642 $0.4735 14.12% 16.40%

213 | SM M $0.2964 $0.3421 $0.3608 15.42% 21.71%

214 | SM M $0.28386 $0.3290 $0.3386 16.02% 19.41%

215 | SM M $0.6218 $0.7043 $0.6813 13.28% 9.58%

216 | SM M $0.4154 $0.4846 $0.5027 16.67% 21.02%

217 | SM M $0.4252 $0.4905 $0.5008 16.38% 17.78%

218 | SM M $0.3361 $0.3924 $0.4073 16.75% 21.21%

219 | SM M $0.4388 $0.5096 $0.5185 16.68% 18.71%

220 | SM M $0.2886 $0.3366 $0.3555 16.61% 23.33%

221 SM M $0.4023 $0.4640 $0.4748 15.34% 18.03%

22| SM M $0.8377 $0.9434 $0.9222 12.62% 10.08%

22?| SM M $0.308¢ $0.345¢ $0.3521 12.07% 14.10%

24| SM M 30.456¢€ $0.516¢€ $0.513¢ 13.14% 12.48%

25| SM M $0.3374 $0.394C $0.4042 16.78% 19.80%

22¢ | SM M $0.297:2 $0.350¢ $0.3576 18.08% 20.32%

27| SM M $0.3952 $0.4574 $0.4462 15.70% 13.01%

22€| SM NM $0.7731 $0.920¢ $0.966: 19.11% 24.99%

22¢| SM NM $0.5194 $0.6121 $0.7031 17.86% 35.38%

| SM M $0.3541 30.414¢ $0.4211 16.86% 18.74%

231| SM M $0.256¢ $0.304¢( $0.3155 18.54% 23.1594

23:| SM M $0.314¢ $0.370¢ $0.364( 17.85% 15.74%

23 SM NM $0.588: $0.686¢ $0.7431 16.69% 26.323%

23| SM NM $0.5931 $0.6911 $0.752: 16.57% 26.853%

235 | VS M $0.255( $0.2974 $0.295¢ 16.61% 16.033%

10610




Stralberg Response to POIR 19

Page 11 of 11
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Number Size able? RZ2005-1 Tang Mitchell Tang Mitchell
236| VS M $0.3068 $0.3544 $0.3369 15.53% 9.84%
237 VS M $0.3529 $0.3997 $0.3487 13.28% -1.19%
23837 VS M $0.5202 $0.5782 $0.5218 11.14% 0.30%
2391 VS M £0.3689 $04178 $0.3839 13.25% 4.07%
2401 VS M $0.3526 $0.3963 $0.3545 12.39% 0.55%
2411 VS NM $0.3823 $0.4438 $0.5049 16.11% 32.08%
242 VS M $0.5469 $0.6254 $0.5738 14.34% 4.90%
2431 VS M $0.6337 $0.7101 $0.6455 12.06% 1.87%
2441 VS M $0.3880 $0.4420 $0.3684 13.93% -5.04%
2451 VS Wy $0.3540 $0.3968 $0.3710 12.10% 4.79%
246 | VS M $0.4554 $0.5192 $0.4663 14.00% 2.39%
2471 VS M $0.3998 $0.4642 $0.4115 16.12% 2.93%
2481 VS M $0.3617 $0.4232 $0.3777 17.01% 4.41%
249t VS M $0.3671 $£0.4329 $0.4018 17.92% 9.46%
250t VS M $0.4156 $0.4819 $0.4230 15.94% 1.77%
251| VS M $0.4219 $0.4893 $0.4597 35.97% 8.96%
2521 VS NM $0.4379 $0.5100 $0.6249 16.45% 42.69%
2531+ VS M $0.2428 $0.3077 $0.2053 26.83% 21.70%
2541 VS M $0.4388 $0.5203 $0.4962 1857% 13.08%
2551 VS NM $0.5172 306164 $0.7404 19.18% 43.16%
256 VS M $0.4961 $0.6037 $0.5878 21.68% 18.49%
257 VS NM $0.5927 $0.7002 $0.7617 18.14% 28.52%
258 | VS M $0.4528 $0.6508 $0.6645 43.73% 46.76%
2581 VS M $0.3130 50.3867 $0.3118 23.54% 5.41%
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CHAIRMAN OMAS: Is there any additional
written cross-examination for this witness?

MR. KEEGAN: Mr. Chairman, Mr. Stralberg®s
response to POIR No. 19 was just put into evidence,
and 1 wonder if this would be an appropriate time to
put in the associated library reference?

CHAIRMAN OMAS: Yes, 1t would.

BY MR. KEEGAN:

Q Mr. crralberg, 1S there a library reference
that you sponsor associated with your response to POIR
No. 197

A Yes. TwW-LR-%5 contains my calculations that
are the basis t~r my answer to POIR 19.

Q And that was prepared by you?

A Yes.

Q And there have been no corrections or
changes since it was filed?

A No.

MR. KEEGAN: Mr. Chairman, 1 move that
TW-LR-4 be admitted into evidence.

CHAIRMAN OMAS: Without objection. So
ordered.

That then brings us to oral cross-
examination.

Two participants have requested oral cross.

Heritage Reporting Corporation
(202) 628-4888
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American Business Media Press, Mr. Straus, you may now

begin.

Q

MR. STRAUS: Thank you, Mr. Omas.

CROSS-EXAMINATION

BY MR. STRAUS:

Mr. Stralberg, David Straus for American

Business Media.

A
Q

never seem to give me the answers 1 want.

A
Q

cooperative we <culd go on a little longer.

examination and get to POIR 19.

Hi .

This 1s going to be pretty short because you

Well, try me again.

IT you would be a little bit more

Let’s start with your written cross-

1’d like you to take

a look at page 3 of your revised response to ABM 8.

A

Q

A

Q

interrogatories and then go to POIR 19 second.

Did you say POIR 19, or did you say ABM 8?

No, no, no. ABM 8.

Okay -

We“re going to start with the

1“m

looking at the table at page 3 and the table at page 4

of that response.

A
Q

Okay. Table 3 or 42

Well, let’s start with 3.

Heritage Reporting Corporation

{202)

628-4888
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A Okay.

Q This 1s just a matter of curiosity. In the
complaint case you provided the equivalent type of
data or some of these data with the names of the
publications, and here you’ve used publication
numbers. Is there some --

A Because you suggested 1t in your question.

Q I didn”t demand it.

A No, no Since the interrogatory was stated
that way --

Q Okay .

A -- 1 asked Mr. Ryan should we give them

names or numbers, and he said give them numbers.
So we“ll get him on the stand.

Yes.

Take a look at Publications 4 and 6 --
Okay -

-- sort of together if you can.

Okay -

o r O r O > O

For No. 4, the supplemental mailing has no
sacks. For No. 6, the supplemental mailing has all
sacks. The publications are roughly the same size.

I see. There is no supplemental mailing for
No. 4. That answers my question. Is that correct?
There”s no supplemental mailing?

Heritage Reporting Corporation
(202) 628-4888
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A No. 4 happens to be a weekly publication,
and No. 6 happens to be a monthly publication.

Q Right.

A Monthly publications tend to have a lot of
supplementals.

Q Why #s that 100 percent sacked?

A I can"t really tell you that. That iIs the
way iIt"s done. It probably means that there aren™t a
whole lot of pieces in the supplemental mailing.

Q Well, there"s the difference between
1,869,682and 1,839,685, correct?

A Yes, khat would be true.

Q So that would be roughly 30,000 pieces?

A Yes.

Q And that"s not enough to justify
copalletizing or comailing, 1 guess?

A I cannot explain the decisions that are
being made i1n the plants.

Q Okay. Let"s look at Publication No. 1. Is
that People magazine?

A Guess again.
Sports r!lustrated?
Guess again.

Don"t tell me it"s Entertainment Week.

> O > ©O

No. 1 1s Time magazine.

Heritage Reporting corporation
(202) 628-4888
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Q Okay. Good. If it was Entertainment Week 1
would wonder about where our culture is going. |
thought People was bigger than Time.

A They make more money.

Q Even asr publications probably do. Strike
that.

1.94 percent of the main file is In sacks,
correct?

A Yes, that"s what it says.

Q And that’s more than four million pieces a
year, correct?

A I didna’t make that calculation, but it
sounds reasonable.

Q Why are four million pieces a year still
being mailed In sacks?

A They"re not all being mailed at the same
time. There are four million pieces in a given
mailing divided over five plants, so on average the
plants end up with 1.94 percent in sacks.

Q That"s still four million pieces in sacks
even if i1t were --

A Over the year. |1 don"t see why that"s

relevant. They couldn®t obviously wait the whole year

before they mailed i1t.
Q Okay. Four million divided by 52 is what,

Hzritage Reporting Corporation
(202) 628-4888
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80,0007

A Whatever. Yes, something like that.

Q So that“s 80,000 a week mailed In sacks?

A Yes, divided over five plants, remember, so
1t’s about 16,000 on the average.

Q Okay. So 1t’s 16,000 per plant per week
mailed In sacke?

A Yes.

Q But all plants don’t do the same number of

copies, correct?

A No. It varies a little bit.

Q So some would be more than 16,0007
A Yes.

Q Some would be fewer than 15,0007

A Yes.

Q Now take a look at Publication 39.
A Okay -

9) That“s the one with 51,801 copies as a
monthly. It shows 17 percent in sacks, yet 1 believe
on the next page it’s indicated that i1t is not
comailed or copalletized.

Is this a very heavy publication? Is that
how it winds up with only 17 percent i1n sacks?

A I would have to check that. 1 don”t know.

Let’s see. It’snot particularly lightweight.

reritage Reporting Corporation
(202) 628-4888
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Q But it"s able to palletize on i1ts om 83
percent of 1ts copies with 50,000 in the main file?
A Let"s see. Where did you see that?

Q Well, 1t shows 17 percent iIn sacks on page

A Rignt.

Q On page 4 you indicated where a publication
was comailed or copalletized.

A They copalletize the supplements.

Q Right, but not the main file?

A No.

Q So 83 percent of the main file is palletized
on i1ts own?

A That"s what It says.

Q But i1s that true?

A Well, that"s information that we derived
from the mail.dar files, so I assume that iIs correct.

Q I was just making sure you didn®"t make an
error here.

A No. No. 1 mean, 1 can double check for you
later, but I don"t think so.

Q All right. If you discover that there was
an error could you let your lawyer know?

A Yes. 1711 let you know, but 1 don"t think
SO.

Heritage Reporting Corporation
(202) 628-4888
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Q Okay. Have you calculated the effect of the
Time Warner proposal versus the Postal Service
proposal on the Time Warner publications?

A Nobody has. | have not, nor has Time
Warner .

Q It wouldn™"t be very difficult, would 1t?

A Yes. |1 indicated 1 think in my answer to
this iInterrogatory a number of the publications are
either comailed or copalletized.

The information that they receive back from
the printers or the copalletizers i1s sufficient to
determine the Postal rates under the current rate
structure. It"s not sufficient to determine what
exactly they would be paying under Time Warner®s
proposal .

Q Okay. Let me rephrase the question. Would
it be pretty easy to do that for the Time Warner
copies that are not comailed or copalletized?

A Yes, it should be.

Q I mean, It"s just an Excel spreadsheet
manipulation, correct?

A It could be done, yes.

Q Volumes times price?

A It could be done.
Q

Compared with volumes times price?

Heritage Reporting Corporation
(202) 628-4888
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A It could be done.
Q And you didn"t do it?
A No.-

Q Time Warner wasn"t curious as to what the
impact of its own proposal 1s on Time Warner?

A I was never asked to do it, and my
understanding is they haven™t done it. Thelr main
concern 1 believe is about the rate structure that"s
being proposed

Q Truth, justice and the American way.

A Well, 1t"s true.

Q Is i also true that on Publications 1, 2
and 3 only Time would save more than $6 million iIn
postage compared to the Postal Service proposal?

A You have made that calculation. 1 haven™t.

Q Yes, 1 did, but could you accept that
subject to check?

A Subject to check, sure.

Q Do you know what percentage of the Time
Warner copies are copalletized and comailed on an
annual basis?

A No, I don"t.

Q It would be a pretty low percentage,
wouldn™t 1t?

A Well, it depends on what you mean by

Heritage Reporting Corporation
(202) 628-4888
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comailing. Time Warner"s weeklies are comailed with
themselves.

I mean, each of those publications have
thousands of different versions so they do another
type of comailing called selective binding. If you
call that comailing, which In fact it 1s, then almost
all of Time Warner®s volume is comailed. There"s a
fairly small portion that"s comailed with other
publications.

Q In terns of the number of copies that would
have to be excluded from an impact analysis, that
would be very small?

A What do you mean, excluded from an impact --
sure. Sure.

Q You understand?

A I understand what you®"re saying, yes.

Q I should know the answer to this. [In your
response to ABM Question 9 you provided a table of
four pages. Has that been now replaced with the
response to POIR 197

A Well, 1t hasn"t been replaced. The answer
is still here, but 1 think we indicated or 1 think 1
indicated here that since this data, Postal Service
data, that"s been used was several years old and mail

preparation has changed since then, the numbers may

Heritage Reporting Corporation
(202) 628-4888
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not mean a whole lot so I would pay more attention to
POIR 19.

Q In response to McGraw-Hill Question 6 --

A Okay. Let me find that.

Q -- which addressed the difficulty of trying
to calculate the impact of any proposal on comailed
and copalletized pieces, you discuss In response to i
(a) that a printer 1S developing an ability to analyze '
this 1mpact and that a copalletizer is also doing 1t.
How iIs that work going?

A My understanding is we don"t really have any
results at this time that I was sharing. It"s true

that they are working on it, and they obviously will

oiacl i

have something in place when these rates take effect.
Q But as of now, to your knowledge there®s no :
reasonable way --
A The software development is not completely

trivial, so 1t takes some time. 5

Q Let me try to Finish my question.

A Okay. Sorry.

Q That"s okay. 1 do the same thing.

A Yes.

Q So at the moment there®s no reasonable way

to calculate the impact of any of these proposals on

comailed and copalletized pieces? Is that correct?

Heritage Reporting Corporation
(202) 628-4888
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A There 1s a way 1If one had the information
that the printers have. In some cases, for example In
the complaint case, 1 had a complete comail file for a
group of Conde ~aste publications, and I was In fact
able to calculate the Impact on each one because 1 had
all the information.

Generally the printers will not release
information thit includes other publishers and so iIn
practice there i1s no way right now. What they would
have to provide is exactly what will be charged to
each publication.

Q In response to part (b) of that same
question you say that there"s no reason to suppose
that the impact of Time Warner®"s proposed rates on
comailed and copalletized publications would be
anything but favorable. Favorable compared to what?

A Well, there"s two ways to interpret that.
One is generally by comailing and copalletizing the
publications or the pool as a whole would pay less
postage than 1f they did not comail or copalletize.

Q But In theory at least 1t"s possible that
the reduced postage would be exceeded by the costs of
participating?

A Well, 1f anyone wanted to participate iIn

that case.

Heritage Reporting Corporation
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Q Right.

A I would assume that this 1s a business
relationship between the printer and the publisher,
and everybody would be looking out for their own
interests.

Q Theoretically speaking, 1T the postage
advantage of copalletizing were one-tenth of a cent
per piece, you wouldn"t say that --

A Then that probably wouldn®t be done.

Q And then you wouldn®t say that the impact on
copalletized pieces, a proposal with that result was
favorable, would you?

A IT there was such little benefit from
comailing or copalletizing, 1t"s hard to imagine that
1t would be done.

Q 3¢ you weren"t just saying here that I1t's
favorable in the Time Warner proposal compared to the
Postal Service"s proposal?

A I believe that generally the incentives to
comail or copalletize would be larger under the Time
Warner proposal .

Q In response to Part C, you say that
comailing and copalletizing means that publications
share some resources, and consequently they will use

fewer resources. Fewer of whose resources?

Heritage Reporting Corporation
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A The Postal Service®s resources.

Q And they will use more of the printer”s
resources, correct?

A certainly the printer has to provide the
facilities for doing the comailing or the
copalletization.

Q S0 when you comail or copalletize you use
fewer Postal Service resources and more printer
resources?

A That"s a tradeoff that has to be cons dered,
yes.

Q And what data have you collected and
considered on the costs incurred by printers or the

prices charged to mailers --

A None.
Q -- Tor copalletizing or comailing?
A I haven™t collected any data on that.

Q Now we"ll look, please, at your response to
POIR 19.

A Okay -

Q Footnote 8 on page 2 says that some
publications have both machinable and nonmachinable
pieces. I'm trying to figure out why this would
happen. Could it be because some have poly and some
don"t, and the poly is not machinable poly?
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A Well, you know, we received responses from
the Postal Service just the other day to some late
interrogatories that were filed to them where we asked
about specifically how did they characterize certain
publications as machinable and nonmachinable.

I haven®t been able to analyze that
completely yet because i1t"s a pretty large file. One
thing 1 can say though i1s i1t appears i1n those cases
that the Postal Service, i1n defining machinability,
has applied the weight limits, which for periodicals
IS one and a quarter pounds, and in a given mailing
there may be some pieces for some publications that
are a little over and a little under.

Q Because thsy’'re different editions?

A Yes, different versions. Different
geographic versions and so on. At least that is one
explanation that 1 can see why this happened in a few
cases.

Q Well, are there any other explanations you
know of just from experience? For example, the
example 1 gave where a publication might have some of
1ts pieces in poly and some not in poly?

A That"s conceivable.

Q Or maybe a ride along with some pieces and

no ride along with other pieces?
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A Well, you asked me about the reasons why the

2 Postal Service has provided data that shows some

3 machinable and some nonmachinable.

4 Q No. I'm asking you in a more general sense,
5 for example, as to why a specific publication, a

6 specific mailing, might have some machinable and some
7 nonmachinable pieces, not why the Postal Service may
8 have

9 A It 1s conceivable 1If they use poly wrap

10 that"s not certified.

11 Q Do you have an estimate or a feeling for

12 what percentage of publications that are machinable
13 only on the FSM 1000 that are likely to be machinable

. 14 on the FSS machines?

15 A First of all, I should mention the Federal
16 Register notice that came out on September 27 where
17 the Postal Service essentially summarizes the

18 standards for implementing what they"re proposing in
19 this rate case.

20 They essentially are addressing first class
21 flats and standard flats and not periodical flats at

22 this time, but basically they"re saying both for first

23 class flats and for standard flats that their criteria
24 for machinability from now on will be AFSM 100
25 machinability.
. Heritage Reparting Corporation
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Let"s see if | can see what they“"re saying
for the standard. It purportedly includes a new, not
flat machinable NeM classification for rigid flat-
sized pieces and for pieces that are currently
automation compatible only by meeting UFSM 1000
standards.

In other words, they are proposing to
characterize those flats as nonmachinable. Now,
they"re not doing this for periodicals yet.

Q You said from now on. Forever or until the
FSS becomes operational?

A Well, I don"t know about that. 1 assume the
Postal Service wouldn®t restrict their standard for
machinability 1If they thought pretty soon everyone
will be machinable.

The standard for ursM 1000 machinability now
iIs basically that it must be a flat. There really
Isn"t much that"s not UM 1000 machinable, and that
IS because that machine can work In two ways, either
with an automated feeder, which basically takes the
same type of mail that the AFSM 100 takes, or flats
can be keyed manually.

Q Are there some pieces that are not
machinable on the 100 that will be machinable on the
FSS?
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A I don"t know about that. 1 think experience
will show, and the Postal Service will 1 presume
continue to rawritz regulations for what iIs machinable
and what 1s not wachinable,

Q Please look at page 6, or 1 guess maybe all
of the --

A Are we still on POIR 19?

Q Right The entire table.

A Okay .

Q I calculated, and I™'m not asking you to
accept it, tat: 1f I'm looking at publications that
under the Mitchell proposal, the Time proposal, would
pay an increase »f less than six percent, which iIs
less than half of the class average, there are 15
large, one medium, one small and 15 very small, which
makes i1t very symmetric.

A What specific number did you look at? Six

percent?
Q Yes.
A I didn"t make that calculation.
Q I understand.
A %o what are you saying?
Q Well, I"'m setting up my question.
A Okay.
Q Can you tell me what kinds of
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characteristics of publications produce iIncreases of
less than six percent under your proposal?

A 1 don"t know If there"s any single one
characteristic. My response mentions that one
characteristic that seems to be fairly dominant has to
do with machinability or nonmachinability.

Certainly there are other factors that would
contribute to --

Q Well, I understand that the big numbers tend
to be the nonmachinable numbers. Most of the numbers
on the right-hand column are significantly higher than
four or five percent, but there are 15 large, 15 very
small and one medium and one small that are less than
SixX percent.

Again, what types of characteristics for the
machinable pieces tend to lead to favorable rate
results? By favorable I mean less than a six percent
Increase.

A Okay. It"s hard to answer that question in
general. First of all, 1f you look through the whole
table there are some smaller publications that in fact
would pay slightly less than under the current rates
under this proposal according to the calculation.

Some of them are i1n sacks. 1 found one, for
example, yesterday -- 1 forget which one 1t was now --
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that is all sacked. It has 135 pieces per sack.
That"s a good indication that 1t will not pay a whole

lot of container charges.

Q So you can"t generalize --
A It"s difficult to generalize, yes.
Q -- that a lot of pieces per container would

characterize what 1 call the winners here?

A I can give you one more characteristic, and
this 1s why many of the very small publications do
pretty well under this proposal.

Under the current rate structure and also
under the other rates that are being proposed the
discount for putting a barcode on the piece tends to
exceed by a wide margin the cost actually saved by
putting the barcode on the piece.

I think Tang®"s proposal is like on five
digit flats passing through 900 percent of the actual
cost difference. Mitchell®s proposal passes through
100 percent. That may appear to many people who are
receiving automation discounts as iIf something Is
being taken away from them, but 1n fact those
discounts were in excess of the cost savings they
really produced.

So 1In fact publications that are not
receiving or are not currently able to put barcodes on
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their pieces will generally do quite well under this
proposal .

Q So to put words in your mouth, if you“re
very large and have a lot of carrier route presort
you"re not now getting a barcode discount, or iIf
you"re very small and maybe unsophisticated and don"t
use barcodes because you don"t know how to do them
except draw thewm by hand --

A That would be hard to do.

Q Yes. So those people who would benefit from
this proposal would be the ones who would be the
carrier route presort people at the big end and the
very small, Unsophisticated mailer at the small end,
or maybe small end carrier route because maybe It"s
very localized?

A Generally carrier route presorted flats, for
them machinability iIs not an issue because they are
not run on the machines. Even for many with a five
digit presort, those are not going to spend very much
time on the machines either.

Q But they get a discount today?

A They get a huge discount today.

Q Right. I'm not arguing with you. I'm just
trying to understand.

A Yes.
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Q The reason that some very big publications
get a small increase based on this factor would be
that they have a lot of carrier route presort that
doesn"t get a barcode discount today and so --
A No. I don"t think the issue of barcode
discount is really relevant there. The fact that they

are highly palletized, highly presorted does help

certainly.
Q Okay -
A Not being able to barcode currently is

something that would be helping some of the very small
publications.

Q Looking at the other end of the spectrum
from the people with small increases, there®s just a
few here. Publication 156 would have a 27 percent
INnCrease under your proposal.

A Publication 156?

Q Yes, and 188, which would have more than 37
percent. What can you tell me about 156 and 1882

A Okay. Hers’'s what 1 was planning to do in
case this question came up. I have all of this in my
computer, okay? 1 might be able -- 1 don"t guarantee
it, but 1 might be able t tell you something about
them. So the Tirst one was 1567?

Q Yes.
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A And of course this i1s Information that is
protected, so 1t"s a question of what I can really
tell you. |1 don"t think that"s a problem here.

Q I"m not asking you for specifics. I™m
asking you for sort of a general characteristic that
led to a --

A The thing is for each of these the only way
I can answer your question is to look at the specific
characteristics of that publication.

Q I understand, but 1 think you can probably
describe i1t without violating any confidentiality.

A Yes. Okay. Certainly 1 don"t know what
these are, and this is small enough. So what was the
question?

Q The publishers looking at this are going to
say 1 hope 1 don"t have any of those 27s or 37s iIn my
list of publications. It would be helpful 1n
assessing the Time Warner proposal to know with some
more specificity what types of publications get, to
use the vernacular, nailed by this proposal.

A Okay. Publication 156, 1t would get an 18.9
percent increase under the Postal Service proposal.

Q Right.

A And 1t would get a 27.1 percent iIncrease
under the Time Warner proposal. This is a publication
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1 have not looked at and so I don"t really know what
1ts characteristics are.

Q okay. Well, maybe we should try 188 then.

A Yes, 188. Let"s see. Did I make any notes
about 13887

Q Well, that®"s No. 1 on your list. 1 mean,
It"s the biggest increase you show for a machinable

publication.

A It"s 37.3 percent.
Q ves,
A Okay. Versus 20.4 percent under -- 1t

wouldn"t do too well under the Postal Service®"s
proposal either.

Q No, but the difference i1s 17 percentage
points.

A Right. 1 know.

Q There®s almost twice as big an increase.

A Yes. Right. Okay. This has a lot of
carrier route mail actually. It has sacks with
carrier route mail and five digit mail that is being
entered far from the origin.

Q Far from the origin?

A Yes. In other words, it"s being entered --
I'm sorry. Far from the destination. It"s being

entered at the origin.

Heritage Reporting Corporation
(202) 628-4888




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

10636
You have very finely sorted bundles that in
fact would undergo a lot of sorting on their way to
their final destination.
Q And what is the circulation rounded to the
nearest thousand?
A Rounded to the nearest thousand? That would
be 2,000
Q Two thousand? Is that what you said?
A That would be 2,000.
Q Okay. So this would be very small. Well, 1
think you listed very small under --
A It's a weekly.
MR, STRAUS: 1 have no further questions.
Thank you.
THE WITNESS: Okay.
CHAIRMAN OMAS: Thank you, Mr. Straus.
Mr. Bergin?
CROSS-EXAMINAT ION
BY Mr., BERGIN:
Q Good morning, Mr. Stralberg.
A Good morning.
Q For the record, I"'m Tim Bergin on behalf of
The McGraw-Hill Companies today.
In response to Mr. Straus®™ questions you
mentioned some recently filed responses by the Postal
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Service to Time Warner interrogatories.

A Yes. Let me see 1f | can find them.

Q Okay .

A Do you mean the ones that were just filed on
Monday?

Q I believe on Monday.

A Yes.

Q Time Warner/UsSPS-7-8.

A Yes.

Q And you were i1nvolved in preparing those
interrogatories?

A Yes, I was involved 1In that. Yes.

Q Can 1 refer you to Interrogatory No. 7 that

Time Warner posed to the Postal Service in this

regard?
A Okay .
Q In the response to subpart (a) there"s a

reference to Postalone! EVS System.

A Are you asking me to explain what that 1s?

Q Yes, please.

A Actually 1 think you should ask the Postal
Service what that i1s. | believe they have filed
testimony explaining what that is much better than |
can.

Basically as | understand it iIt's a
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computerized system where they receive for most large
and medium sized publications mostly mail.dat Ffiles
and other information.

Exactly all the things that they are able to
do with the Postalone! Evs System I don"t know, but
they were able to select some publications and produce
data, current data, on those publications pretty fast
whereas i1t took them a little longer to collect data
on the smaller publications because they actually had
to go out and ccllect 1t.

Q So 1f I understand correctly, this system
encompasses large and medium publications by and
large.

A That Is my understanding. Again, I'm in no
way an expert on the postal one media system.

Q Now, In Interrogatory No. 7, subpart (a),
Time-Warner asked the Postal Service to confirm that
of 158 publications for which data was extracted from
that database 27 were considered nonmachinable?

A Yes.

Q The Postal Service responded that in
actuality 47 were nonmachinable?

A Well, what they"re saying 47 of the 158
sampled publications from the postal one media system
had volume determined not to be AFSM 100 compatible.
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That doesn™"t necessarily mean that all of the pieces
in all of the publications were nonmachinable.
Precisely what 1t means i1s that some of the pieces 1In
47 of them were classified as machinable. In other
words we did not make that distinction In the
question. We just said that 27 are considered
nonmachinable and they are specifying that there are
some that have some nonmachinable volume.

Q Would your answer be the same with regard to
Interrogatory No. 7, subpart (&), which refers to a
different data set? You asked the Postal Service to
confirm whether No. 7 were considered nonmachinable
and the response was that 22 contained nonmachinable
volume.

A I"m only trying to interpret the Postal
Service"s answer, okay, but are you talking about (b)
or (c¢) and (d)~?

Q Subpart (b) at this point.

A Okay. Well, that"s what they say. Twenty-
two of the 101 publications contain nonmachinable
volume.

Q Can you explain to me why it is that Time-
Warner thought that only seven of those publications
would be considered nonmachinable and the response you

got was that 22 contain nonmachinable volume?
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< L 1 A Well, 1 would have to draw your attention to

2 the word revised in their answer to part (a). They
3 came up with a revised data set that was not identical
4 to the original. Our question was about what they had
5 initially filed and their answer refers to what they
6 eventually filed which was quite a bit different.
7 Q Fair enough. With regard to Interrogatory
8 No. 7, subpart (), it refers to a separate survey.
9 Do you have an understanding of what sort of
10 publications that survey encompassed?
11 A Part (b)?
12 Q Yes.
13 A Well, I understand i1t was a survey of
14 publications. If this information i1s not entered iIn
15 the postal one system.
16 Q Would they be large publications or very
17 small publications?
18 A They are small. The maximum issue size IS
19 14,000.
20 Q So they would include very small
21 publications as well as small --
22 A Yes. I1t’s from 14,000down. All of the
23 really small ones are covered in the part (b). In
24 other words they didn’t have them in their data
25 system.
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Q What do you mean by part (v)? You said all
of the really small ones are covered --

A The spreadsheet that 1 have provided has two
worksheets, okay? One contains 158 publications that
are from the postal one system and that is as |
understand 1t information that they were able to
extract electronically without having to go anyplace
to collect it or even make a phone call.

Part (b), the second part of the
spreadsheets, which of course i1s under protective
conditions, contains data on 110, | believe i1t"s 110
.. I'm sorry, 101 publications that are small ranging
in size from 14,162 per issue t> 10 pieces per iIssue.

Q So when you refer to part (b} you were
referring to part (b} of the spreadsheet or were you
referring to part (o) of the iInterrogatory?

A The spreadsheet pages are named something
else. 1 was referring to part (&) of the
interrogatory which refers to the second page of the
spreadsheet that 1 provided.

Q With regard to your response to Presiding
Officers”™ Information Request No. 9 --

A No. 9?2

Q No. 19. Excuse me.

A No. 19. Okay.
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Q IT you would turn to page 4. please?

A Okay -

Q Footnote 10 at the bottom of the page.
Still clarifying question, You refer there to Table
11 in Witness Loetscher’s response to Time-Warnsr/EPS-
T-28-117?

A Right. Yes.

Q Could that be Table 15 or maybe it’sa
question you are not able to answer readily now?

A Actually, | would have to check, but I think

you actually found a typo in my answer. 1 think :t :s
Table 15.
Q Caused me a little bit of confusion last

night 1 can assure you.

A Okay. Sorry. 1 think it should be Table
15. 1 will double check that i1ater, but I'm pretty
sure | should have said 15 theve.

Q In Table 15 then, assuming that’s the
correct one, of this interrogatory response of Witness
Loetscher referred to just a moment ago can you tell
me how many very small publications were surveyed?

A The nature of the information that Mr.
Loetscher provided does not make it possible to
ascertain how many publications he had surveyed. He
only provides aggregated data.
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Q On page 4 of your respcnse to Presiding
Officers” Information Request No. 19 in the final
paragraph you refer to the more comprehensive survey
provided by Witness Loetscher.

A Uh-huh.

Q From which you suggest that only six or
seven percent of publications with circulation under
1,000 are nonmachinable?

A That i1s what 1 calculated based on his data.
Yes.

Q How did you maks that calculation if you
can“t tell me how many very small publications are
included within his data?

A Well, you would understand if you looked at
his table, okay? His table provides number of pieces
of various characteristics at various levels of size
for the publications. In other words he estimated it.
It’shis estimates, 1t’s not mine. So | just
summarized his data and 1 came to that conclusion.

You might have asked Mr. Loetscher how he
was able to -- he might be able to tell you how many
publications he sampled and how he calculated 1t. 1I°m
using his answers.

Q You state again on page 4 that Witness

Loetscher performed a more comprehensive survey. You
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see that language?

A Yes.

Q I mean, if you don"t know how many
publications he surveyed how can you be certain it"s a
more comprehensive survey?

A Well, let"s look at it this way, okay? The
Library Reference No. 91 was the main data set that
the Postal Service collected to support their
periodicals proposal i1n this case. They had
considerable time to do it. It was supposedly a
scientifically well-designed sanples that he used and
his testimony documents how he did it, okay?

They had a whole year to do it. As |
understand it the mail.dat infonnacion they collected
wasn’t just for a single publication. but over an
extended period. Some of what I say in here is iIn
fact confirmed by the Postal Service®s answer to this
recent Interrogatory No. 7, parts (<) and {d).

We asked them If they applied the same
criteria of machinability here as they used iIn the LR-
91. Their answer 1is yes, but -- okay. Let me read
this. This is on page 2 of the Postal Service"s
answer. In LR-L-91 for publications with annual
circulation less than 15,000 pieces BMEU clerks were
asked to determine If the piece met AFSM 100
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machinability standards and provide actual
measurements of length, height and thickness of the
publication.

Then they go on to describe all the other
checks they made to make sure that this really was
correct. In order to come up with this data that they
provided now they couldn®"t do chat. They had to get
some data 1n a hurry and they just called people and
asked them what they remembered about such and such
publication.

So iIn other words the rigor with which they
collected the LR-91 data seems t= have been quite a
bit larger.

Q In the portion of the interrogatory response
that you just read 1t refers => publications with
annual circulation less than 15,000 pileces.

A Right. Uh-huh.

Q That would be a small publication under
Witness Loetscher®s definition, correct?

A Well, he used several size criteria. |1
think 15,000 was one of the borders. He also had an
under 5,000 category and a 5,000 to 15,000 category.
Then we asked for data specifically for the
publications under 1,000 circulation.

Q But that"s not data that he had surveyed
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specifically. You simply asked him to break that out
of --

A His original size category was zero to
5,000. Because 1n the complaint case Witness Tang had
provided data specifically for publications under
1,000, so we asked him to break that out which he did
and that is that Table 15, I believe it should be 15,
that you asked about.

Q But again, he didn"t set out as you
understand i1t to survey very small publications
defined as having mailed circulation of less than
1,000?

A He set out to survesy publicationz of all
sizes from very small to very larse. Then he divided
them into strata for the purpose of aggregating. Now.
we asked him to break up his sma.lest strata which was
zero to 5,000 and to break it up into publications
under 1,000 and those from 1,000 to 5,000.

Q In that manner is there less certainty
whether you have a fair statistical sample of
publications of less than 1,000 mailed circulation?

A I can"t really tell you that because 1 don"t
know what he did exactly, okay? "ost of the
publications, most of periodicals period have
circulation under 1,000, and so if he sampled on a
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random basis publications with circulation under 5,000
then 1 believe about three-fourths of them would end
up being publications with circulation under 1,000,

Q If you could turn, please, to page 10 of
your response to Presiding Officers”® Information
Request No. 1%?

A Okay -

Q 1"d like to refer you to what appears to be
one stratum in this analysis of publications, that is
Publication Nos. 194 through 210.

A Yes.

Q Which 1 believe represents very small
publications, that iIs defined as less than 1,000
annual mailed circulation?

A Yes. Yes.

Q Or circulation per issue. Also having high-
density?

A I believe that"s how the Postal Service
characterized them. Yeah.

Q How do you understand the term high-density
in this context?

A Frankly 1 forget exactly what the definition
of 1t was. This was a definition that Witness Tang
used in the complaint case. It has to do with the
density, okay? How much is entered In one place or
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how much goes to one place. 1 don"t remember the
exact definition of it. 1 did not make a distinction
here between high-density and low-density because 1
couldn™t really see that it made any difference.

Q High-density, wouldn®"t it indicate higher
presortation for example?

A It could.

Q Now, for this stratum that is very small and
high-density i1t appears to me that only six of the 17
publications would have a lower rate under the Time-
Warner proposal than under the Postal Service
proposal?

A I haven™t done any analysis in that
particular stratum, but you may be right. 1 also
notice there®s a high incidence -f nonmachinability In
that particular stratum the way =hey have been
sampled.

Q IT you look at Publication No. 194 that is a
machinable publication, correct?

A Yes.

Q The rate increase under the Time-Warner
proposal would be 31.27 percent?

A Yes.

0 Do you have an understanding of why such a

high rate increase for that publication
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notwithstanding that 1t’s machinable?

A well, as I told Mr. Straus also, okay, | can
try and look at the characteristics of that
publication and maybe give you an answer, okay,
because it won’t always be the same answer. There are
many different characteristics of these publications,
so 1’11 try and find that.

Q well, 1711 accept --

A You will accept?
Q -- your general answer.
A I see here 1 have actually made a notice

that No. 194, that it has also sacks that were entered
at origin and I believe, although 1 haven’t checked it
Iin that case, sacks that were :zntzrsd that would
travel through several facilities and had bundles that
woulld go through a lot of sorting, so that“s generally
the characteristic of that publication.

As to why that’s a particularly large
increase 1 don’”t know.

0 In this stratum of “17publications that is
very small high-density | count at least three other
publications that are machinable, but have a rate
increase of over 25 percent of the Time-Warner
proposal. For example No. 201, No. 197.

A Well, 1 can tell you the same thing. [ can
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either try and analyze each one of them for you which
might take me a little time or I can just give you the
general answer that 1 don"t know before 1 have looked
at the specific characteristics,

Q Well, 1 thought your general answer was that
there can be a variety of factors at play --

A That is my general answer. Yes.

Q -- even apart from machinability or
nonmachinabil1ty?

A Yes. Yes.

MR, KEEGAN: Mr. chaiiman, Time-Yarner wcu.d
be happy to provide a written response :f Mr. Berg:n
would accept that.

CHAIRMAN OMAS: Mr. Bsrgin?

MR. BERGIN: Certainly.

CHAIRMAN oMAs: Thank you, Mr. Keegan.

THE WITNESS: Well, then you"d have to tell
me what your question is.

¥R, BERGIN: Mr. xesgan, what was the
written response you were offering?

ME. KEEGAN: 1 think the question was why do
those publications in the stratum that you were
questioning Mr. Stralberg about that are machinable
and have increases of over 25 percent have such large

increases and in particular why do the two
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publications that are nonmachinable have very large
increases. I'm sorry. | should have stopped when 1
was ahead.

MR. BERGIN: Yes. No. I would agree. Very
good.
BY k. BERGIN:

Q Mr. Stralberg, | will probably be referring
to a number of publications with what might appear to
be anomalous rate impacts and if you"d care to respond
in writing and comment on them aiter an opportunity to
review them more closely | would be happy to have your
response.

A Okay. Give me a list. 1 didn"t even write
down the ones you just mentioned, okay?

Q I mentioned - -

A You mentioned No. 194.

Q -- Nos. 194, 201, 197 and 209. Those are
examples of machinable publications in this particular
very small publication stratum that have rate
increases under the Time-Warner proposal in excess of
25 percent or higher.

A Okay -

Q ITf you look at Publication No. 205 in this
stratum 1 think this 1s the highest increase under the
Time-Warner proposal of 59.08 percent.
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A Uh-huh,

Q I'd be curious as to the characteristics of
that publication. In point of fact for nonmachinable
publications iIn this stratum which includes only 17
publications, again very small high-density, there is
an array of seemingly very large rate increases iIn the
Time-Warner proposal.

I jJust mentioned Publication No. 205 at
59.08 percent, there®s Publication No. 196 at 45.1
percent, Publication No. 204 at 42.8 percent,
Publication No. 199 at 40.14 psrcent, Publication No.
210 at 38.73 percent, Publication No. 208 at 37.21
percent, Publication No. 202 at I believe i1t"s 32.8
percent and Publication No. 207 at 31.71 percent.

A Is 1t all the ones that have a large
Iincrease you want?

Q Just in this stratum.

A Okay .

Q As Mr. Straus is trying to explore, discern
better what characteristics drive those increases,
that would be helpful. Then on the other hand within
this same stratum although only six of 17 publications
have lower percentage increases under the Time-Warner
proposal than under the Postal Service proposal some

of those publications would have very low increases.
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For example Publication No. 198.

A No. 198. Yes.

Q Apparently we"d have no iIncrease at all, but
rather a 7.63 percent decrease iIn postage under the
Time-Warner proposal. There are two other
publications. No. 200 apparently is 0.24 percent
Increase, Publication No. 195 a 2.62 percent Increase.
Very wide swings obviously between a 59 percent
increase and a seven percent decrease. |1 would be
interested In what drives those swings.

A Well, like 1 said machinability is one
Issue, barcoding iIs another issue. We"re like
proposing to reward barcoding less than i1t"s currently
being rewarded, okay? There ars other factors
involved obviously.

One thing 1 should mention i1s that although
presumably this data was collected after the 24 piece
per sack requirement was implemented I'm not convinced
that 1t had been totally implemented in all the
publications. In fact for a few of them it definitely
was not. |1 think we have one example. That"s the
second to last one 1 think, Publication No. 258.

Q 1"11 be coming to that.

A Is that right? Yes. This is a publication
where they sampled 17 pieces, okay?
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Q Well, 1 think you®"re 1In a different stratum
now .
A I'm in a different stratum. Yeah. These
are the really small publications.

Q We"ll come to this stratum in just a moment.

A You"re not even talking about this yet. I'm
sorry.

Q You®"re jumping ahead of me.

A I see. 1 thought we were talking about

everything. Okay.

Q I would like to refer you to page ¢ of your
testimony and then we"ll come back to the publications
you were just referring to. I'r reading In the text
just below the chart. You state it appears that very
small publications (circulation>=low 1,000) that are
machinable would fair considerably better under Time-
Warner®s rates than under those proposed by Witness
Tang.

My question to you is that doesn®"t appear to
be true with regard to the stratum we just looked at
for very small high definition publications.

A It so happened there are a number of
nonmachinablle publications that are concentrated in
that area. |If you look at my table on what is at top
of that page and the last part of that table which
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refers to all of the very small publications all the
ones that are nonmachinable basically would pay more
than under the Postal Service®s proposal.

Among the rest that are the 30 that are
shown here as machinable 26 would pay less under Time-
Warner®s proposal .

Q Well, I'm focusing on this particular
stratum and 1 gave you several publications that are
machinable and would have increases above 25 percent.

A Yeah. There are four of them in total, so
they must have been all here then. Okay.

MR. KEEGAN: Mr. Bergin, may 1 expedite
things for me to say that we would be happy to provide
a written response with respect to all of the
publications in that stratum that you mentioned with
respect to the issues that you"ve raised.

CHAIRMAN omMAS: 1 agrez. | think a lot of
this should have been done through interrogatories, so
you can accept their offer to give this to you iIn
writing.

MR, BERGIN: Excuse me, Mr. Chairman?

CHAIRMAN oras: 1 sala it seems as though a
lot of these questions should have been done through
interrogatories, but they"re offering to do them in
writing, SO you might want to accept that.
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MR. BERGIN: That’s certainly fine. 1 would
note that this very important response to Presiding
Officers” Information Request No. 1% was only filed
very recently late last week, so we had no opportunity
to pose iInterrogatories, but certainly 1 agree with
you that written responses would be helpful.

CHAIRMAN o w : Thank you.

BY Mr. BERGIN:

Q IT you look at the next stratum which :s for
very small publications but with low-density this
time? |1 believe that’s Publication Nos. 235 throughn
259 of your table.

A Okay -

Q Publication No. 258 1 think you mentioned a
moment ago is a machinable publication?

A Yes.

Q Yet under Time-Warner “s proposal it would
have a rate iIncrease of 46.76 percent?

A I can answer that one.

Q All right. That would be fine.

A What they sampled was 17 pieces contained in
three sacks. Seventeen divided by three is 5.
something. So this 1Is not exactly a publication that
has more than 24 pieces per sack. It so happens that

according to the Postal Service’s regulations that
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specify the 24 piece limit they allow certain
exceptions for residual volumes, okay?

IT you only have so many pieces left after
you have done all of the other presortation then you
put whatever is left In another sack which may contain
less than 24 pieces. As far as | can understand
regulations this particular puolication which has a
circulation size of 20 pieces actually did follow the
regulations and they were able to produce three sacks,
okay?

So maybe there should be an exception for
publications with only 20 pieces. That is why this
increase i1s high. By the way 1t"s 43.7 percent under
Tang"s proposal and we are three percent higher than
that, so 1t"s not only under Time-Warner®s proposal
that this particular publication would receive a high
increase.

Q Do you know what the increase would be under
the MPA proposal?

A No. 1 don"t know. 1 have that table
someplace, but 1 tend to think i1t probably would be
much Bower under their proposal. Yeah. It would be
13 and a half percent. They have no container charge.

Q So in this iIncidence it"s a question of low

volume really?
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A It’s a question of really low volume. |
didn’t know there existed publications with 20 pieces,
but apparently there are some. The last one actually
has 10 pieces.

Q Now, for this stratum which includes 25
publications the publications do appear to do fairly
well under the Time-Warner proposal at least by
comparison with the stratum we looked at before for
very small high-density publications since 20 of 25
publications iIn this stratum get a lower iIncrease
under the Time-Warner proposal than under the Postal
Service proposal.

A Yes.

Q Can you explain to me. 1s there some
difference between high-density and low-density that
would explain the bigger, stronger impact for the one
stratum as opposed to the other?

A Well, since you“re requiring a written
response 1’11 certainly look Into that, but right
offhand 1 would say it’s not a question of high or
low-density, but the fact that the group you referred
to earlier had a high incidence of nonmachinability.
1 believe that’s just a random sffsct.

Q Excuse me one second. One thing you might
also consider i1s whether comparing machinable to
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machinable and nonmachinable to nonmachinable there
may be systematically different results between the
two strata.

A What are you suggesting? 1"'m not sure i1f 1
understood 1t. You mean that high-density
publications are less machinable?

Q No. If you compare the very small high-
density stratum to the very small low-density stratum
you might compare machinable against the machinable in
the one stratum against the machinable in the other
and the nonmachinable In one against the nonmachinable
in the other.

A Well, 1 will look at :hat, too.

Q Thank you. When you :alk in terms of a
publication with 17 pieces could zhat be an In county
publication or rather the outside county portion of an
in county publication?

A Well, you would have to ask the Postal
Service about that, but i1t certainly could be.

Q Is that something that could be determined
from the library reference that"s been filed?

A No. 1 don"t think so. |1 should perhaps
mention that one way that these publications like the
one with 17 pieces could all of a sudden end up with a
very low Increase under the Time-Warner proposal is
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that the Postal Service has in fact said for
publications with very low volume they will allow them
to enter just bundles, put them iIn a hamper or
something at the local post office.

That will actually be a very efficient way
of doing it. It would save all the cost of handling
sack, of emptying it, of recirculating it, and it
would save everybody time and :t would lead to
drastically lower increases. Under this proposal
there will be no sack.

Q Is 1t your understanding that the Postal
Service would assess a container charge In that
instance?

A Our proposal certainly does not include that
because when someone just brines his bundles and puts
It In a hamper that has been placed at the post office
then there are a lot of costs that are avoided. There
are none that are added by doing that, so it doesn"t
make sense to have any container charge imposed for
that. Time"s proposal 1 don"t know. Maybe that"s
what they mean, but I don"t think that will be a good
1dea.

o) Back to my suggestion that a 17 circulation
publication might refer to the outside county portion
of an in county publication. 1 can understand how
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otherwise a very small circulation publication could
be high-density 1f 1t was just a local church magazine
or something, but 1 have a harder time understanding
how 1t could be low-density, that is disbursed widely
at such a low circulation.
A Well, that’s something they call snowbirds.
Q Exactly. Well, 1“1l look forward to your

thoughts on that.

CHAIRMAN OMAS: Mr. Bergin, may 1 ask you
about how much longer you have?

MR. BERGIN: Perhaps 15 minutes or so.

CHAIRMAN OMAS: Okay.

MR. BERGIN: Fifteen, 20 minutes. It’s hard
to say exactly, but not very much.

CHAIRMAN OMAS: Well, mhave something
planned at noon.

How much time were you going to be, Mr.
Rubin?

MR. RUBIN: Probably two or three minutes.

CHAIRMAN omas: Well, 1 don’t know whether
to break for lunch or to come back after. All right.

MR. BERGIN: Whatever you’d like to do is
fine with me speaking for myself.

CHAIRMAN OMAS: Yes. I think we will just
go ahead and break. No. Wait. Somebody says we
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should yo ahead and try to finish. All right. Let"s
yo ahead and try to finish.
vMr., BERGIN:z 171l be as brief as | can.
CHAIRMAN oMAS: Okay.
BY MrR. BERGIN:

Q Can I refer you, Hr. Stralbery, to another
stratum? Publication Nos. 211 through 234, which !
believe encompasses small publications as opposed to
very small publications that are low-density.

A Okay .

Q So these would be Fe publications abcve
5,0007?

A These would be the publications bstween
1,000 and 15,000.

Q Between 1,000 and 15,0007

A Yes. 1711 double check that actually. It
may be in reality some of them are smaller.

Q By my count, Mr. Stralberg, only five of the
24 publications in this stratum would receive a lower
rate increase under the Time-Warner proposal than
under the Postal Service proposal. The remaining 19
would receive a higher iIncrease. Moreover the ones
that receive a lower increase, by and large it's a
double digit increase as well.

A Well, In fact 1 see nothing but double
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increases under the Postal Service®s proposal.

Q My question is why the Time-Warner proposal
would have a worse impact on small publications as
compared with very small publications?

A Again, 1t"s something that would have to be
analyzed further. 1 have suggested one thing which 1
think explains some of that which is that the very
small publications generally do nct place barcodes on
their mail pieces. In other words so we"re not taking
anything away from them, okay?

Other publications tend to In many cases
claim automation discounts. The Time-Warner proposal
places more emphasis on machinability and less on the
actual placement of the barcode ~hich 1 think is more
consistent with how flats are actually processed.

Q I don"t mean to aut. you short, but 1"11 look
forward to your written response. Perhaps 1f | could
Just pose my questions at this point --

A Okay. 1 was just trying to give you a
little bit of an answer. Okay.

Q Right. 1 appreciate that, but In an effort
to accommodate everyone®s schedules. There"s another
stratum that includes small publications which have
high-density. That"s Publication Nos. 153 through
193. Forty publications are included.
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A Okay .

Q I think 26 of the 40 have larger increases
under the Time-Warner proposal than under the Postal
Service proposal, many of them much larger. So iIn
addition to your analysis of parricular publications
I"m looking for analysis of trends that may affect
strata of varying characteristics.

With regard to individual publications I
note that there are at least five machinable
publications in this stratum that have very large
increases under the Time-Warner proposal, Publication
No. 188 with a 37.29 percent ilkrease --

A I believe we talked about that one already.
Yeah.

Q There®s also publication Nos. 184, 156, 171,
173 all above 25 percent =v=n though we"re talking
about machinable publications. On the nonmachinable
side Publication No. 169 has a 36.03 percent increase
under the Time-Warner proposal, Publication No. 189
has a 32.14 percent iIncrease, Publication No. 181 has
a 29 --

A I'm no longer taking notes, okay, because
I"m not able to --

MR, KEEGAN: Mr. <¢hairman, we can Consult
the transcript for the exact details?
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¥Mr. BERGIN: Sure.
CHAIRMAN omAs: Thank you, Mr. Bergin.
BY MrR. BERGIN:

Q Also Publication No. 173. Then on the
nonmachinable side there are high percentage increases
under the Time-Warner proposal for Publication No. 169
at 38 percent, No. 189 at 32 percent, No. 181 at 29
percent, No. 167 at 29 percent. A question for you.
It"s a little bit different. Publication No. 180 iIn
this stratum is nonmachrnable --

A Yes.

Q -- though i1t would have an increase of only
2.56 percent under the Time-Warner proposal?

A Yes. Worse it"s 9.2 percent under the
Postal Service®s proposal.

Q Right, and this i1s a nonmachinable
publication --

A Yeah. |1 did actually look at that one. One
thing i1s that this I believe i1s a very heavy
publication.

Q Excuse me?

A It"s a pretty heavy publication. It"s
nonmachinable because i1t"s heavy. It"s over one and a
quarter pound. Generally for a heavier publication
what happens the piece charges makes less Impact
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because i1t"s the pound rates that dominate in that
case. Also it"s mostly five digit presort which means
the machinability is not really that important. Not
as 1mportant as 1T they were like three digit or ADC
presort.

Q Just to follow-up pri=fly on that can you

look at Publication No. 47

A Yes.

Q Nonmachinable increase under the Time-Warner
proposal of 7.4% percent -- or 5.24 percent?

A 5.24. Yeah. It would have a 7.49% percent

increase under the Postal Service"s proposal. This
publication i1s mostly carrier presorted which means
that nonmachinability really iIs not an issue. There
may be other characteristics cf it also that account
for the very low increase, but certainly
nonmachinability is not really v=1evanc for carrier
route publications.

Q There are three other strata in your
response to this information request that we haven®"t
discussed.

A I was afraid of that.

Q 1"11 discuss them only briefly.

A Yeah. Okay. You want me to look at all of

them, right?
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Q One encompasses Publication Nos. 103 through

152.
A No. 103?
Q I believe so.
A Okay -
Q These are middle sized publications which 1

believe exceeds 15,000 .n mailed circulation, but they
are low-density.

In 80 percent of the cases 1 believe the
rate increase under the Time-Warner proposal is higher
than under the Postal Service proposal and in
particular I would refer you to Publication No. 121
which would involve a 46.49 percent iIncrease,
Publication No. 110 involves a 40.15 percent increase,
Publication No. 120 involves a 39.93 percent increase,
Publication No. 152 involves a 39.58 percent Increase,
Publication No. 123 35.94 percent and also Publication
Nos. 119, 110 and 1:i4.

The second to last strata involves middle
size publications that are high-density. This
includes Publication Nos. 53 through 102. Fifty
publications, for mozt OfF them the rate increase under
the Time-Warner proposal i1s higher than under the
Postal Service proposal and again In many cases
considerably higher.
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I would refer you i1n particular to
Publication No. 63 which would have a 47.32 percent
increase under the Time-Warner proposal, Publication
No. 92 which would have a 31.17 percent iIncrease,
Publication No. 102 which would have a 30.7 percent
increase and 1'd also refer you to Publication Nos.
65, 75, 79, 101, 84.

The final stratum .z the large publicat-ens
which includes Publication Nos. 1 through 52. These
publications appear to do well undzr the Time-warner
proposal as compared with the Postal Service prorcsat
IT you could factor that iInto your analysis cf ncw and
why the strata have varying impacts | would apprec:aze
that.

A Yeah. The large proposals actually
according to my table appear to be evenly split
between those who do better and those who do worse
under the Time-Warner proposal.

Q By my count that may t= the case.

A It"s pretty evenly split.

MR. BERGIN: Although I guess 25 of 52
publications would have a smaller increase under the
Time-Warner proposal than under the Postal Service
proposal, but my point was that 22 of those would

involve a single digit and eight of those would
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involve less than five percent ranging down to 1.25
percent.

I believe that will conclude my questioning
at this time. Thank you.

CHAIRMAN OomMAS: Thank you, Mr. Bergin.

Mr. Rubin?

MR. RUBIN: Heilo. ['m David Rubin for the
Postal Service.

CROSS-EXAMINATION

BY MR. RUBIN:

Q Mr. Stralberg, would you turn to your
response to Postal Service Interrogatory No. T-2-187

A Okay -

Q In the third sentence - -

A Give me a minute, okay? No. T-2-18? Okay.

Q In the third sentence you state that since
May this year the Postal Service no longer allows skin
sacks, but 1 believe earlier in talking with counsel
for McGraw-Hill you stated that there are some
exceptions to that rule?

A I stated that. As I understand i1t those all
deal with residual volumes to allow you to place the
volume that you can“t place somewhere else. They are
sensible rules i1n that sense because all the pieces

have to go someplace. So yeah, 1 did indicate that.
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Q Do you agree that the billing determinant
that you developed assumed that there would be no skin
sacks?

A They did In fact and 1 think that"s actually
pretty close because those residual sacks will be a
pretty small volume, but i1t"s true there will be a
Tew.

MR. RUBIN: Thank you. That"s all 1 have.

CHAIRMAN OMAS: Thank you, Mr. Rubin.

Is there anyone else who wishes to Cross-
examine this witness?

(No response.)

CHAIRMAN oMAS: There are no questions from
the bench.

Mr. Keegan, would ycu liks some time with
your witness?

MrR. KEEGAN: Yes, Mr. Chairman. Five
minutes.

CHAIRMAN OMAS: Very good. Thank you.

MR. KEEGAN: Mr. Chairman, I'm happy to say
that Time-Warner has no redirect. However, there is
one procedural question I would like to raise. We did
promise written responses to Mr. 3ergin, but we did
not establish a time schedule for that. |1 would ask
that we be given two weeks given the complexity of the
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answers.

CHAIRMAN OMAS: You think you can do it in
less than two weeks?

MR, KEEGAN: I cannot say that 1 do, Mr.
Chairrman.

CHAIRMAN OMAS: Okay. You don’t think you
can do i1t in 10 days?

MR, KEEGAN: Well, 1 think you better ask
the witness that.

THE WITNESS: 1“11 do my best.

CHAIRMAN omAs:  All right. Thank you wery
much. That“sall we can ask. Okay.

Mr. Stralberg, that concludes your :zzstimeny
here today. We appreciate your appearance, and thank
you for your contribution to our record. You are now
excused.

(Witness excused.)

CHAIRMAN OMAS: This concludes hearings to
receive the direct case of participants other than the
Postal Service. We’re now adjourned. Have a good
afternoon.

(Whereupon, at 12:20 p.m., the hearing In
the above-entitled matter adjourned, to reconvene sine
die.)

//
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